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As a humble token of my admiration this book is dedicated 
to my fellow freedom fighters of “Quit India” Movement (1942) 
and specially to the Late Shri N, Krishnaswamy who represented 

the best among them seeking neither rewards nor =e in the 
footsteps of the Mahatma rendering service to god through 
service to the poor and the needy. 
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Preface 


In retrospect, I have been very fortunate. For over four 
decades, I have been involved with the top management ofa 
wide range of commercial organizations at the policy formu- 
lating and decision-making levels as a senior executive, chief 
executive or corporate advisor/consultant. For about half of 
the period, I have also been closely involved with the man- 
agement of non-profit organizations in a variety of areas 
ranging from education, medical care, training handicapped 
children, supply of low cost essential drugs to orphanages. 


Two things became obvious to me — many of the generally 
accepted management practices were not being considered in 
the decision-making process by the non-profit organizations. 
The fundamental objectives were of course different. On the 
other hand, there are a number of management practices, 
evolved by profit-seeking commercial institutions, which 
could be beneficially applied by the non-profit management. 


I had toyed with the idea of a book for some time. There are 
management gurus who have written on the ‘Management of 
Non-profit Organizations’ including the greatest of them all, 
Peter Drucker. I was also aware that a number of manage- 
ment schools in US have special programmes being offered 
for students desiring to specialize in the same. This includes 
my own alma mater, Kellogg School of Management (North- 
western University, Evanston, Ill., USA). So how can I be so 


viii ¢« Preface 


presumptuous as to assume that I have something to con- 
tribute? It took me some time to realize that differences in 
social-environmental issues between USA and countries like 
India require a different approach to the management of 
non-profit organizations outside the United States. 


The first significant difference is the enormous, committed 
and highly productive volunteer base that is characteristic of 
non-profit organizations in the US. The second is the orga- 
nized donor base that many of them build up rather quickly, 
since organizing a donor base itself has developed into a seri- 
ous profession. Countries like India lack both of these. So 
may be there is something I can contribute? 


I have been reminded, by some of my good friends, of the 
Shakespearean Drama group from England, which went to 
Texas in the grand old days and put on a performance of 
Hamlet. The group was very diffident as to how this would 
be received. At the end, the cry went up ‘Author, Author’. 
The group did not know how to handle this and persuaded 
the main actor to go out and take a bow. He did. The audi- 
ence shot him dead. 


I have tried to formulate a measure of total economic perfor- 
mance of non-profit organizations. I hope this will stimulate 
some thought on the concept of how generally acceptable 
norms are applicable to evaluate the performance of organi- 
zations which do not aim to add to surplus. I think it is 
important in the light as well as of the enormous growing 
resources being controlled by the non-profit sector of econo- 
mies the world over. 


If this book results in a single non-profit organization 
(among the thousands that exist) spending its their resources 
more efficiently and usefully and increases its net contribu- 
tion to the welfare of the designated beneficiaries, I would 
consider this effort to have been worth the while. 


EASO JOHN 
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Introduction 


4.1. What are non-profit organizations? 


Non-profit organizations have grown enormously, all over 
the world during the past fifty years. During the years of 
colonial expansion, British presence resulted in the establish- 
ment of ‘social clubs’. Trade unions, which protect their 
members’ interests have also been around for a long time. 
Orphanages, charitable hospitals, poor-feeding centres and 
educational institutions have had a long history. What is 
new in the scenario is the enormous growth of such organi- 
zations not only in numbers but also in range and resources, all 
aiming to add to the quality of life of selected segments of 
society with no expectations of direct quid pro quo to the 
promoters. There are welfare trusts, charities, non-govern- 
mental organizations or ‘NGOs’, private foundations, and 
overnment funding agencies that operate nationally or 


‘globally. 


These organizations fall into three broad categories. The 
first, and probably the largest, are those that seek to actively 
address social or economic issues. The second category con- 
sists of funding agencies whose purpose is to support 
selected organizations in the first group by enhancing their 
available resources. A third category of organizations is con- 
cerned with adding to the welfare of their own members. 
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According to Peter F Drucker, the great management guru!, 
all ‘non-profit organizations’ are human change agents. 
Because their product is a changed human being. 


But this perception is too idealistic to be meaningful. Our 
own preference is to define these organizations as those 
‘seeking to directly or indirectly enhance the total welfare of 
a group or segment of society without direct economic moti- 
vation.’ To use Drucker’s own illustration, a cured patient or 
an adult who has developed his special skills can be just as 
much a product of a ‘business’ enterprise as that of a non- 
profit organization. We use the term business enterprise or 
commercial organization for institutions that have an eco- 
nomic motivation. A cured patient could be the product of a 
‘charitable hospital’ just as much as he could have been suc- 
cessfully treated by a ‘commercial hospital’. The same is true 
for educational institutions at all levels. Schools, including 
those for handicapped children, or higher educational insti- 
tutions at the college level including professional institutes 
are managed by charitable or non-profit organizations. In 
many parts of the world, including India, health services and 
education are among the ‘growth’ sectors of commercial 
enterprises. Changed human beings is therefore, not a monop- 
oly of non-profit organizations. 


The difference appears to be, not in the product but the moti- 
vation. Drucker, appears to have missed this vital difference 
probably because he was influenced by specific ‘realities’ in 
the USA. For example, urban centres in several developing 
countries (India is no exception) can be found to have public 
‘toilets’ set up and managed by non-profit organizations. 
Whether the product is a ‘changed human being’ a la 
Drucker can be questioned. The change in a human being is 
certainly temporary. The motivation is to dissuade the 


' Peter F Drucker, Managing Non-Profit Organizations, Harper 
Business, New York, 1990, p. xiv. 
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person in question from using the nearest open space for his 
convenience by offering an alternative. It may add to social 
welfare, but not to ‘changed human beings’. We believe that 
Drucker’s approach to Managing the Non-Profit Organization 
missed some very crucial issues because of being influenced 
by his ‘very American’ perception. 


This is also true for several others who like Drucker, 
observed the problem as just one of marginally applying a few 
more proven ‘management practices’ to the non-profit con- 
text while writing on the same subject. The problems of 
non-profit organizations, particularly in developing coun- 
tries are much more complex and need to be approached 
somewhat more holistically. 


The American experience with non-profit organizations or 
‘the third sector’ as Drucker calls them is unique in many 
ways. It is, as he points out, ‘ .. the country’s largest em- 
-:ployer, though neither its workforce nor the output it 
produces show up in statistics. One out of every two adult 
Americans — a total of 90 million people are estimated to 
work as volunteers in the third sector... which is equivalent 
to 7.5 million full-time work years. If they were paid, 
their wages would amount to $ 150 billion a year, but of 
course they are not paid.’2 ‘It has been the fastest growing 
part of American society for a couple of decades.’ More than 
that: ‘... it is growth in effectiveness as much as growth in 
size.’ 


Drucker goes on to point out ‘The third-sector institutions, 
in sum, not only practice management, in some cases more 
seriously than American businesses but at the same time are 
becoming management innovators and pioneers.’4 


2 Peter Drucker, The New Realities, Asian Books Pvt. Ltd., New 
Delhi, 1991, p. 197. 

3 Ibid. p. 199. 

4 Ibid. p. 204. 
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In contrast, the non-profit organizations in developing coun- 
tries have few volunteers. The bulk of the workforce for 
these organizations is managed by under-paid, poorly 
trained persons with doubtful commitments and low pro- 
ductivity. They have grown in size, but it is doubtful in the 
case of effectiveness. ; 


The ‘unpaid staff’ in the United States tends to be fully com- 
mitted, undergoes rigorous training and is often subjected to 
a strict ‘performance appraisal and counselling’. Unfortu- 
nately in countries like India even the ‘paid staff lacks com- 
mitment. The appraisal and counselling system in most 
developing countries has not gone beyond weekend seminars 
at five star hotels. The possible reasons will be dealt with in 
subsequent chapters. 


It is also worth noting Drucker’s valid observation that ‘In 
its American form the third sector institution can only flour- 
ish in American soil. None other country than America has 
the tradition of the frontier with its isolated communities 
forced to work together and to be self-sufficient, combined 
with the pluralism of self-governing churches, independent 
of state and government .... No European culture . . . could 
nurture this kind of community.’> 


The first category of non-profit organizations comprises 
those seeking to address social or economic issues, enhanc- 
ing the welfare of a segment of society. This has a wide spec- 
trum. Charitable hospitals or educational institutions run by 
non-profitable trusts, organizations set up to take care of 
widows, orphans, to foster Aids awareness or operate public 
toilets all fall in this category. 


The second category includes private funding institutions 
such as the Ford foundation or government agencies such as 
USAID (United States Agency for International 


> Peter F. Drucker, Ibid. p. 205. 
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Development) or DANIDA (Danish Government Funding 
Agency), social clubs, trade unions and cooperatives such as 
credit unions. Cooperatives such as the ‘Kaira Milk Pro- 
ducers Cooperative’ in Gujarat (identified with the very suc- 
cessful ‘Amul’ brand, or similar producers’ cooperatives in 
many parts of the world, fall in a special category. 


These organizations are clearly motivated by adding to the 
surplus of the cooperative, and for enhanced returns to its 
members. Conceptually, for our purposes, they are no differ- 
ent from business organizations. The difference is only in 
legal form. However, it may be noted that organizations set 
up to encourage self-help by groups, particularly for women, 
when successful, have demonstrated enormous growth into 
surplus seeking ventures. 


It may be also useful to note that within the first category 
which adds to total welfare, there are a very large number of 
sub-categories. Non-profit educational institutions, for exam- 
ple, include a range of schools and colleges serving children 
from ‘not so poor’ families and at the same time there are 
others serving the ‘economically handicapped’. They provide 
scholarships or funding (loan or gift) all the way from school 
level till overseas education. There is a whole range of others 
serving physically handicapped children including victims of 
polio, trauma, those who are deficient in hearing, speech 
problems, etc. Health care ranges from general hospital care 
to specialized institutions of heart care, diabetics, leprosy, 
Aids, etc. In many of these areas, (not all of them) non-profit 
organizations provide the same or similar services as those 
provided by the commercial enterprises. 


4.2 Some special categories 


The first among the special categories are organizations such 
as the Sisters of Charity of Mother ‘Teresa. Some of them 
derive their commitment and dedication from religious 
sources, while others are altruistically motivated and 
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dedicated. Many of them have grown from being committed 
to one or two persons into organizations catering to several 
hundred destitute women, orphans or the mentally handi- 
capped. Some of them do not have a system of organized 
fund raising, but depend on word-of-mouth publicity and 
voluntary contributions. These are the unorganized sectors in 
non-profit organizations. 


Some of these units from the unorganized sector are doing 
such excellent work and are growing so fast that manage- 
ment concerns are sure to catch up with them, unless they 
themselves anticipate the need for management. 


A recent survey by The Economic Times pointed out that 
resources available to religious institutions varied from Rs 10 
to Rs 15 crore till over Rs 500 crore.© Add to these all such 
institutions which could not be covered by the survey and 
the sum total must be Rs 1,500 crore per annum. Some of 
them are organized into well run trusts and channel the 
funds into two main areas, education and health care. On 
the other hand, there are agencies for whom substantial 
funds become available, but are not particularly transparent 
on how these are utilized. Others are run by state govern- 
ment departments which certainly raises questions in regard 
to the optimum use of these funds and the real beneficiaries. 


Another category relates to funding agencies. These are gen- 
erally large or are associated with commercial enterprises 
large enough to have all the ‘know-how’ on management 
practices available internally or from associates. Their prob- 
lem is that they judge the operations that they are support- 
ing based on a ‘project report’. A professionally developed 
project report convincingly sold, goes through the funding 
bureaucracy like on greased rails. The funding agency itself is 
quite often neither in touch with grass roots, nor has it a 
mechanism to review the effectiveness of the use of funds. 


° The Economic Times, Chennai, 6 January 2003. 
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They may eventually become aware of apparent misuse of 
funds, but considerable harm — misuse of resources, would 
have already occurred. 


It is then swept under the carpet, which is the optimum solu- 
tion for all parties including the funding agency. There was 
an absurd project, ‘modernization of the bullock cart’, which 
was given a grant of Rs 50 million. Then, in the Indian 
Development and Relief Fund it was found that the USA 
had been allocating 80 per cent of its grant of millions of © 
dollars every year to organizations committed to fight secu- 
-Jarism. The usual modus operandi of funding agencies which 
“have very little funding controls, simply invite misuse and 
scams. 


1.3 Why are the NPOs different? 


The key phrase that we have used in defining the non-profit 
organization is that an organization serves without direct eco- 
nomic motivation. This is the significant single factor that is 
common to all NPOs. In contrast, business organizations or 
commercial ventures have a common feature in that they 
seek to generate a surplus from their operations. In making a 
product (goods or services) available to the potential user, 
and in persuading him/her to buy it, commercial organiza- 
tions consume a certain quantum of resources. They do so 
expecting that by selling the product, they can generate 
resources over and above what has been consumed. This 
expécted surplus (or profit as it is often referred to) is the 
direct economic motivation. It is the raison d’ctre for business 
enterprises. They seek to optimize this surplus or profit. We 
use the term optimize rather than maximize. A significant dif- 
ference is that optimize implies a long-term perspective as 
well as other considerations such as social responsibilities. 
But optimization of profits is the driving force. 


This concern regarding the profit is the significant difference 
between what we may term as the ‘profit-seeking 
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organizations’ and ‘non-profit organizations’ with whom this 
book is concerned. If they do make a profit, it is incidental, 
and not the objective. 


Peter F. Drucker, the management Guru whom we have 
referred to edrlier, points out ‘.. . But it is an absolute neces- 
sity for the business to produce at the very least the profit 
required to cover its own future risks, the profit required to 
stay in business and to maintain intact the wealth producing 
capacity of its resources... .’7‘.. . Management in order to 
manage needs a profit objective at least equal to the required 
minimum profit and yardsticks to measure profit perfor- 
mance against this requirement. The typical non-profit orga- 
nization is not conscious of any of these needs. There is no 
question of covering future risks, since the promoters are not 
committed to cover future losses and probably deduct the 
original contribution for tax purposes. As individual support- 
ers of a programme, they have already derived their benefit 
and do not expect more; except perhaps some publicity in 
this world or some credit in the next. The paid staff of the 
organization has an interest in continuing to maintain intact 
the ‘service’ producing capacity of its resources. However, they do 
not generally plan for doing this. 


Often enough they are quite helpless, depending on a source 
of funding which is not really dependable. In one of the 
major cities the “Slum Clearance Board’ started a special 
programme for slum children to supplement their diet and 
put them into ‘transit’ schools. In five years they used up the 
Rs 100 million grant and since no new grants were forthcom- 
ing, the scheme involving 6,050 children was abandoned. 
Would it have been better to fund the grant as an endow- 
ment and provide continuity on a limited basis? Such ques- 
tions it would appear, are not even asked. 


’ Peter F. Drucker, The Practice of Management, Mercury Books, San 
Francisco, 1961, pp. 38-39. 
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1.4 Non-profit operations of commercial organizations 


Among the special categories of non-profit operations, those 
sponsored by large corporations have always been an impor- 
tant segment. 


Information on this aspect of corporate activities is not 
easy to get or evaluate. Actual outlays are often buried in the 
balance sheet numbers. Corporate charities are always sus- 
pected of including a hidden agenda. Political contributions 
are buried under donations to ‘funds’ or ‘trusts’ some of 
them, actually not what they are purported to be. In spite of 
this, there is no doubt that substantial funding does go to 
NPO activities from corporations which make profits. A 
survey by The Economic Times® indicates that several of the 
larger business houses in India spend substantial amounts in 
areas considered ‘corporate social responsibility’. Some carry 
out such activities directly under the corporations’ own 
umbrella; others by setting up special foundations. The 
significant aspect of this segment is that according to The 
Economic Times report, management expertise is available for 
these activities from the parent organization and tends to be 
utilized ‘effectively. This should be a matter of satisfaction to 
the extent that it is real. However, how will a conglomerate 
that invests Rs 1,500 million a year in a range of social wel- 
fare activities including rural development, women’s welfare, 
basic education, vocational training, drinking water and irri- 
gation schemes evaluate the net economic contribution of 
each effort? 


4.5 The dilemma of non-profit organizations (NPOs) 


It is quite obvious that NPOs command enormous resources. 
NPOs with asset bases as large as some of the medium-size 
corporations are well known. The total number of organized, 


8 The Economic Times, Chennai, 8 January 2003. 
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semi-organized, religious and corporate-sponsored NPOs in 
India is anybody’s guess. Estimates have been made based 
on registered non-profit, tax exempt bodies, that there are 
several hundreds and their total annual outlays are to the 
order of Rs 100 billion or US$ 2.2 billion. This could be an 
underestimation. In the absence of any known yardstick to 
measure their efficiency in the use of these resources, the 
NPOs themselves have no way to evaluate their efficiency. 


1.6 Applicability of management practices 


Management practices as we know them have evolved over 
several decades, but primarily in relation to the management 
of profit-seeking organizations. As has been mentioned earlier, 
these organizations have a clear focus, of ensuring a surplus, 
sometimes referred to as the ‘bottom line’. Practices have 
evolved on this basis, which tend to raise the level of effi- 
ciency in the use of resources. On the other hand, non-profit 
organizations cannot avoid being questioned on the use of 
resources at their disposal. In areas such as health care and 
education, NPOs offer the same or substitutable services as 
commercial organizations. Benchmarking becomes unavoid- 
able and both groups tend to ask themselves the question, 
‘are we as efficient in what we are doing as the other group?’ 


Peter F. Drucker in his volume on Managing Non-Profit Orga- 
nizations points out °. . . But the non-profit organizations 
themselves know that they need management all the more, 
because they do not have a conventional ‘bottom line’. They 
need to know how to use management as their tool lest they 
be overwhelmed by it.’9 


Here, Drucker is using the term ‘management’ as a collection 
of practices rather than in reference to a group practising 


” Peter F. Drucker, Managing Non-Profit Organizations, Harper Busi- 
ness, New York, 1992, p. xiv. 
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a profession. The most significant aspect of management 
practices is exactly that they are ‘practices’. They are proce- 
dures found effective under certain conditions. They are not 
‘principles’. 


The avalanche of management literature that has grown in 
volume and speed (and perhaps irrelevance) during the last 
two or more decades refer more and more to ‘principles of 
management’. 


Drucker also, in due course falls into the trap of assuming 
that there are ‘principles’ of management. This, to my mind 
is a misnomer. A principle is something that is true not some 
of the time or most of the time, but all the time. If two 
atoms of hydrogen combine with one of oxygen, you will get 
water in one or the other of its physical forms. Or if water is 
poured down a slope it will always run down. Management 
deals with people, as buyers (the market), as producers 
(workers) or as suppliers. A proposed action may hopefully 
produce a particular result. Never can it be predicted as 
being absolutely guaranteed. A reasonable probability is the 
best that can be expected. It is not a principle, it is an option 
for feasible action. 


Management practices, like all other practices, have a knowl- 
edge base. Medicine, engineering or architecture have a 
knowledge base, but the knowledge base is only a means. 
The practice is the application of that knowledge, related to 
the end or the objective in hand. 


1.7 “Limitations of known management practices 


Some limitations of generally known management practices 
have to be borne in mind while evaluating their applicability 
to specific situations, particularly to NPOs. First, that ‘suc- 
cessful’ practices are not uniform. They not only vary from 
industry to industry but also within the same industry. This 
is in spite of the fact that the objective of optimizing profit 


42 e Handbook on Management of Non-Profit Organizations 


performance is a uniform objective in commercial enterprise. 
Henry Ford used an assembly line to produce cars with high 
volume, low cost and satisfactory addition to the surplus 
(profits). Many bells and frills have been added to this basic 
practice since his time. Some improvements such as 
‘just-in-time’ inventory supplies are significant. But, at the 
same time, Rolls Royce continued to be successful (profit- 
able) with handcrafted, high cost, high price products for a 
long time. The Swedes continue to be successful in the world 
automobile market with the ‘group’ concept of production as 
against the assembly line. 


In some industries, the garment industry being a good exam- 
ple, the group concept has been found to be generally more 
efficient and profitable when compared to the concept of 
assembly line. 


A second serious limitation stems from the fact that the 
‘core practices’ of management have evolved in the United 
States. 


The United States has been a role model for free enterprise. 
Consequently, the acquisition and use of resources involve a 
minimum of legal constraints. The constraints may be con- 
siderably more now than a century ago or even half a cen- 
tury ago, but they are still far less than in most other parts of 
the world. Several of the generally accepted practices, some- 
times referred to as principles, have very limited applicability 
in many developing countries. In India, for example, until a 
decade or so ago, regulations relating to industrial licensing, 
foreign exchange transactions, export-import transactions 
and labour laws introduced constraints which imposed seri- 
ous limitations on the applicability of the US style of man- 
agement practices. 


Developing countries following the US model eventually - 
after a period of outstanding success — seem to have found 
themselves victims of forces that they could not control. The 
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collapse of the ‘Pacific rim’ or the ‘tiger economies’ from 
Japan and Korea, all the way till Indonesia is recent enough 
to be well remembered, particularly since most of them are 
still ‘recovering’. The efforts of the IMF and/or the World 
Bank to remake these economies on the image of ‘liberalism’ 
as understood by them has certainly not been a resounding 
success. 


It is not just a problem of the degree of free enterprise or 
controls that is crucial. It is a whole system of traditions and 
social mores that cannot be ignored. Non-profit organiza- 
tions are as much subject to social, economic or bureaucratic 
constraints on action as are commercial enterprises. 


The traditions of bureaucratic interference and corruption, 
which developed in the post-independence era in countries 
such as India, impacted NPOs just as much and in fact often 
more, because NPOs do not as a general rule, have the same 
degree of flexibility in handling these problems, particularly 
that of corruption. 


Indian philosophy on the other hand, talks of vairagya or 
‘non attachment’. In modern times, these concepts have 
been interpreted by leaders like Mahatma Gandhi who 
expounded the concept of ‘trusteeship’ of wealth by those 
who control it. Shri Aurobindo, the Indian revolutionary 
turned philosopher, summed it up, when he stated, ‘All the 
wealth in the world is placed in your hands, you are a 
trustee. It does not belong to you. Use it wisely and well.’ 
The allocation of substantial resources to social welfare by 
huge corporations or wealthy individuals in India is obvi- 
ously influenced by the traditional concept of trusteeship. 


It is generally accepted that the optimization of surplus does 
lead to efficient usage of resources. Management practices 
have evolved in this effort to optimize efficiency. Despite all 
the limitations on the applicability of these practices, we 
need to explore to what extent these can be selectively applied 
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for the better utilization of NPOs’ resources towards their 
objectives. This book is an attempt at doing so. 


As Dean Liz Howard points out in her article on ‘non-profits’ 
in Kellogg World,'9‘.... At the same time “doing good” was 
the important aspect of non-profit work. Today, however, 
there is a stronger emphasis on “doing well” while “doing 
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good” ’. . 


Our attempt in this book cannot be better defined than 
Dean Howard’s quote. We want the NPOs to ‘do well while 
doing good’. In the course of this attempt, we have looked at 
broad areas with which the management (those in a position 
to influence the course of action) of NPOs need to be con- 
cerned. 


These include, inter alia; 


1. The relevance of the ‘product’ being offered to the 
proposed. recipients/beneficiaries and the implica- 
tions of the terms of offer. Evaluating this aspect 
while formulating a program. 


2. Ensuring the optimum in terms of quality and quan- 
tity of the offer within the constraints of available 
resources. . 


3. Planning for continued ability of the organization to 
render the service that it is set up to render, or adap- 
tations thereof. 


4. The problems of hiring and retaining necessary 
human resources from the point of view of a non- 
profit organization. 


5. Systems of performance control relevant and applica- 
ble to a non-profit organization. 


'0 Liz Livingston Howard, ‘Non-Profits Seek a Better Way to 
Earn’, Kellogg World, (Journal of Kellogg School of Management) 
Winter 2002. 
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Before going into these specific areas, we propose to deal 
with the concept of possible evaluation of the overall contri- 
bution of a non-profit organization. Is it possible to have the 
equivalent of a ‘bottom line’ in the absence of a bottom line 
as understood in the context of commercial operations? The 
next chapter examines this question from a conceptual per- 
spective. 


2 


Measuring Net Economic Contribution 


2.1 The problem 


The question of measurement of performance by an organi- 
zation can be viewed from various perspectives. We deal 
with the validity and usefulness of some of them in a later 
section. Here, we propose to explore the concept of a total 
measure of performance of an organization. 


2.2 For commercial organizations 


A single summary measure of total performance is likely 
not only to be inadequate but also misleading. When undue 
attention is focused on a single number as a measure, 
undue efforts are made to manipulate that number. Recent 
experiences with Enron, Arthur Anderson, World.com or 
even an old respectable organization like Xerox are clear 
indication of this tendency and the distortions that arise 
from it. On the other hand, a summary measure, if honestly 
and objectively computed, could be a useful indicator of perfor- 
mance. Even more significant, it could be a starting 
point for reviewing performance in detail, using other 
criteria. For coramercial or profit-seeking organizations, 
the net addition ta surplus forms such a summary measure. 
The entrepreneurs v7ho either provided the initial resources 
or support the venture, expect that there will be an 
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addition to their equity in the business. This provides their 
motivation. 


Over the years it has been found that the addition to sur- 
plus over a one-year period is not a satisfactory single mea- 
sure. Gone are the days when the mercantile venture of a 
single trading voyage was considered a self-liquidating ven- 
ture. The present approach is that a venture have infinite 
opportunities. The long term or future prospects of the 
business and market evaluation of the past, current, and 
future performance, as reflected in share prices, become sig- 
nificant. 


The institution of joint stock companies with limited liabi- 
lity and share markets provide the ‘owner’ with the option of 
withdrawing from an enterprise at a time of his choice — at a 
price. , 


Measures such as market capitalization, earnings capitaliza- 
tion and discounted value of expected future earnings were 
among the various measures considered, at one time or 
other, as useful indicators of a company’s performance from 
an owner’s point of view. 


2.3. Economic Value Added (EVA) 


In more recent times, the ‘Economic Value Added’ has 
emerged as a popular single summary measure of perfor- 
mance for Commercial organizations. Multinationals such as 
the Lever Brothers (Hindustan Lever Limited in India) or 
Tata Sons have been using this concept. Even so, it must be 
pointed out that the emphasis is not on the EVA for a parti- 
cular year but on the trend in EVA over a specific number of 
years. 


Viewed from the perspective of an investor, there is a cost to 
the funds that he is investing or even holding in the shares of 
a particular enterprise. He could sell his shares (some more 
easily than others) and invest the funds in another 
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enterprise. His cost is an opportunity cost, based on the 
alternatives available. 


From the perspective of the organization itself, it could be 
using borrowed funds, in which case, there is a direct cost to 
the funds being used by the organization. EVA is a measure 
of performance of the organization based on what it is adding 
over and above the cost of funds being used by it. 


In other words, EVA is the difference between earnings after 
tax with interest added back on one hand and the total cost of 
capital employed on the other. 


Cost of equity capital is assumed to be the interest rates on 
the lowest risk rated bonds such as government bonds 
(issued by a government believed to be solvent and stable) 
plus a market risk factor. The risk factor is an index measur- 
ing the relative stability of the value of shares of the company. 
The volatility of the price of shares of the company is com- 
pared to the volatility of the share market as a whole. It is 
not a measure of the inherent risk of the business itself, but 
of the option available to the shareholder to sell out and 
invest elsewhere. The cost of borrowed capital is the actual 
cost of borrowing, long-term or working capital. The average 
cost of capital employed is compared to the return accruing 
to the owners. 


In summary: 


EVA = NOPAT - COCE 

NOPAT = Net Profit after taxes but before interest 

COCE Cost of Capital Employed = WACC x ACE 

WACC = Weighted Average Cost of Capital 

ACE = Average Capital Employed. 
(The reader who wishes to know more about this concept may 
benefit from looking up the annual reports of Hindustan Lever Ltd. 
which carry a reader friendly explanation of EVA and a record of 
EVA over a decade for t 1e company.) 
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2.4 An equivalent to EVA for non-profit organizations 


Non-profit organizations generally tend to justify their exis- 
tence in emotional or moralistic terms and most of the time 
rightly so. The question of adding to the surplus of owners 
does not arise at all. On the other hand, non-profit organiza- 
tions are also economic entities. 


A portion of total economic resources available to society 
has been placed at the disposal of these organizations, to 
provide a pre-defined contribution to human welfare. The 
problem that we are faced with is that of finding an equiva- 
lent measure of total performance for non-profit organiza- 
tions. EVA as we have seen measures the economic value 
added to the owner (shareholder) through his investment in 
his portion of ownership. Non-profit organizations have no 
shareholder interested in the enhancement of his economic 
value through his investment. 


On the other hand, the promoters have invested in the pro- 
ject, expecting that the resources so mobilized will add to the 
well-being of a specific segment of society. The ‘economic 
value of the contribution’ from the project should exceed the 
‘total cost’ of the resources. Otherwise the original contribu- 
tion could have been simply distributed among potential 
beneficiaries. The contribution of the project (and the orga- 
nization managing it) must therefore be considered measur- 
able as the difference between the cost of the funds utilized 
and the economic value of the product received by the bene- 
ficiaries. 


Since the non-profit organization provides a product (goods 
or services) we can estimate the contribution, provided we 
can attribute an economic or market value to the product. If 
there is an equivalent product available in the market at a 
price, the process of attributing a value is simple. It is 
assumed to be equal to the market ‘price. For example, a 
charitable hospital provides a service, (a kidney transplant or 


20 « Handbook on Management of Non-Profit Organizations 


a heart bypass) free of cost or at a subsidized cost. An equiv- 
alent service provided by the commercial hospital gives the 
market value of the service. If there is no market equivalent 
available, it may be necessary to use the full cost of the prod- 
uct as its economic value. We then take into consideration 
the ‘value’ (market price or full cost) as the gross contribution. 
However, if the product is not supplied free but at a subsidy, 
the ‘value less the subsidy’ is to be considered the actual con- 
tribution. ‘This contribution can be calculated per unit of 
output. 


When multiplied by the total units, the result gives us ‘the 
contribution’ of the organization. We may designate this as 
the “economic contribution of the organization’. Many situa- 
tions involve a mixture of products. The contribution may 
need to be calculated for each product. 


In other words, 


EC = _ Economic contribution of each product 

V == Value market price or full cost unit 
of product 

S = Percentage of subsidy (free give away is 100 
per cent subsidy) 

T = Total output of product 


BG 4h Me Siesd 


For all products (1 to m) the total economic contribution 
would be 


(EC), =(V, xS; x T,) + (V5 x S5 x Th) ++. 
ORV oe By SOY 


Even though non-profit organizations may not always plan 
on a surplus being generated, some of them end up with a 
positive surplus while others generate a negative surplus. We 
need to view them as a potential addition or deduction to 
the value of future services to be offered. We need to include 
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this factor. Total Economic Contribution becomes (EC), + X 
where X = the surplus generated by the operation. 


In order to arrive at net economic contribution (NEC) we 
need to deduct the cost of capital employed from the ECn. 


The cost of original contributions or fund provided by the 
promoters is assumed to be the equivalent of minimum risk 
investments. These could be central government bonds or 
fixed deposits offered by commercial banks. Obviously we 
would not want to consider finance companies or even state, 
municipal or public sector bond rates as being of minimum 
risk. 


EC is now compared to the average cost of capital to arrive 
at the Net Economic Contribution or NEC. 


WEG. = ECn + 4 >- COCE 


where COCE is cost of capital employed. COCE is arrived at the 
_ same way as in calculating EVA, i.e. COCE = WACC x ACE 
(Weighted average cost of capital x Average capital em- 


ployed) 


In order to arrive at NEC we are faced with a further compli- 
cation. Most non-profit organizations have employees whose 
compensation is significantly below going rates in the 
market for similar services. In other words, there is an 
implied subsidy contributed by employees who provide their 
services at rates below those in the market. While this con- 
tribution is not always easy to estimate, it is possible to do 
so. It has to be taken into account for a realistic measure of 
NEC. In other words, 


NEC = ECn + X- COCE - VEC 
(VEC being Value of Employee Contribution) 


The concept is illustrated in Appendix VIII which is based 
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on the actual study of a non-profit institution in health care. 
However, I have tried to apply this concept to institutions 
which specialize in training handicapped people, subsidized 
medical products, orphanages, etc., and is convinced that the 
concept is widely applicable. 


Some of my ‘economist’ friends have suggested to me that 
since the creation of a surplus or deficit is incidental, it can 
be ignored. In this alternate approach the NEC = ECn - 
COCE - VEC. The justification for such an approach would 
be that a non-profit organization is, at least in theory, not 
likely to be influenced by the net surplus situation. If losses 
begin to bring pressure on the potential economic contribu- 
tion the organization may cut down or seek more subsidies 
from external sources. ‘Serving the original purpose’ may be 
considered more important than ‘perpetuating’ the service. 
There is certainly some merit to this argument. However, | 
prefer to consider any surplus or deficit as an addition or 
deduction from resources available for future periods. 


3 


Defining Mission, Objectives and 
Performance 


3.1 Mission statements 


Mission statements have tended to become very popular, 
particularly during the last couple of decades. The fashion 
has gone all the way from ‘statement of purpose’ to ‘state- 
ment of objectives’ to ‘vision’ and ultimately to ‘mission 
statements’. It is almost impossible to come across an organi- 
zation, be it commercial or welfare, which has not formu- 
lated a mission statement. The very act of formulating a 
mission statement, per se, compels focus on the various seg- 
ments of persons whom the organization serves. 


For a commercial organization, ‘serving the shareholder’ 
finds a prominent place in the mission statement. The maxi- 
mum return or maximum value added to the shareholders’ 
investment is not specifically focused on. More often, the 
intent is camouflaged under phrases such as ‘fair return’ or 
‘reasonable return’, etc. The sign of the new age that we live 
in, is that most commercial enterprises will include a men- 
tion of service to other interested parties, be it labour, cus- 
tomers or society in general. For example, I was associated 
with a fertilizer company which stated as its main mission, 
‘Serving the nation to attain self-sufficiency in food and 
related products by providing service to the farmer in the 
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form of good quality and reasonably priced fertilizer on time 
,* 6te. 


However, in the commercial world no one underestimates 
the importance of furnishing returns to the investor. The 
usual statements about serving the customer or society in 
general and developing the employee are all justified in 
terms of the long-term interest of the organization. Long- 
term interest ultimately boils down to increasing or at least 
sustaining profits in the long run. In fact, most executives 
are aware of the fact that their sins of omissions and com- 
missions are forgiven in the boardroom provided the ‘bot- 
tom line’ looks healthy and better than previous years. 


The problem with mission or vision statements is that they 
tend to be a collection of platitudes. In the case of commer- 
cial concerns, this is often adequate, since the implied ulti- 
mate objective is clear in the minds of all concerned, and that 
is, furthering the interests of the shareholder. : 


3.2 Criteria for objectives and performance 


The protection and furthering of shareholders’ interests pro- 
vides a beacon for the decision-making executive in a com- 
mercial organization. It guides his decisions and provides 
certain criteria for evaluating performance. In the absence of 
any such guidance the counterpart executive in a non-profit 
organization finds it hard to set out clear objectives or crite- 
ria for the evaluation of performance. 


A leading non-profit institution in the field of health care 
has the following in its mission statement. 


‘In the delivery of health care, Xxxx provides a culture of 
caring while pursuing its commitment to professional 
excellence. Xxxx is committed to innovation and the 
adoption of new, appropriate, cost-effective, caring tech- 
nology.’ 
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‘Xxxx reaffirms its commitment to promotion of health 
and wholeness of individuals and communities and its 
special concern for the disabled, disadvantaged, mar- 
ginalized and vulnerable.’ 


It is a beautiful statement. How does one measure perfor- 
mance in relation to the statement? Is the total number of 
patients handled an indicator? Or is the proportion that left 
after being healed? The proportion of ‘disabled . . . vulnerable’ 
who received useful service? The number who came back 
because they were satisfied the first time? 


Commercial hospitals have no such ambiguity. The addition 
to net surplus at the end of the financial year is of para- 
mount importance. Some of them are quite candid. They 
provide the best service possible and squeeze the patients of 
their last penny. 


3.3 Measurable targets 


I have been associated with several non-profit organizations 
for varying periods of time. Invariably, I have suggested to 
the organizations that their vision should be in terms of a 
plan to cover a ten-year or similar long-term period. Such a 
plan may initially be in terms of defining quantified objec- 
tives. The next step should include specific quantitative and 
time-bound targets in terms of facilities, personnel and ser- 
vices or other products to be rendered. Thus, targets for all 
activities including the building up of the organization and 
infrastructure can be established. These are then measurable 
and performance can be evaluated against the targets and 
time-table. This is not to suggest that a plan for a decade 
should be cast up in concrete. Such a plan as proposed 
should obviously be subject to review and modifications on a 
periodic basis, probably every half-year. 


Since the overall increase to the investors’ equity is not an 
available criteria, measurement, to be meaningful for a 
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non-profit organization, can be only on the basis of time- 
bound targets to cover all activities, not just the number of 
target persons serviced or the quantum of product (including 
services) distributed. 


An important consideration in developing such a plan for a 
ten-year or longer period would be how the organization 
proposes to survive the period envisaged. Significantly 
enough, this is the one problem, that of future survival, 
which stands in the way of many NPOs making meaningful 
plans for extended periods of time. This in itself is an inter- 
esting aspect of non-profit operations. We will return to this 
point again in a later paragraph. 


Whether the product is being made available to the user 
cheaper than from the commercial sources or is of better 
quality, etc., become secondary considerations. The prime 
question would be ‘How far did you succeed in what you 
had aimed to do and within the time schedule as targeted?’ 


3.4 Problems of long-term planning for 
non-profit organizations 


Many NPOs do not see beyond the immediate period, some- 
times as short as a few weeks or months. If they do, they 
plan on vague hopes and expectations. For example, a couple 
of college students decide that they want to take care of a 
pair of destitute women who are mentally disturbed. Initially 
they spend money from their pockets; next they gain sup- 
port from friends through word of mouth. Meanwhile the 
number of destitute women also increase. Finally, the couple 
of friends draw in a few others who identify with the idea 
and think in terms of fund-raising. programmes. New ideas 
such as persuading artists to donate paintings or drawing: 
which are then auctioned, are tried. The organization grow: 
to a point where it is taking care of a large number of desti 
tute and mentally disturbed women. One has to admire thi 
commitment and the sheer guts of the girls who initiated th« 
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programme with no idea of how large it was going to get. 
The fact, however, remains that there is no long-term fund- 
ing or assurance of such funding in future. This is typical of 
the very effective, ‘unorganized sector’ of the NPOs. 


There are others, destitute or old age homes which try to 
supplement their resources by producing simple items such 
as paper bags, tablemats or napkins. They sometimes hold a 
charity sale. Sympathetic persons are asked to donate items 
which can be sold to the public (snacks being the most popu- 
lar). These supplementary efforts can hardly be considered 
dependable sources of income. There may be and often there 
is a side benefit to the inmates in being occupied in what 
‘they assume to be productive work. However, we are not 
referring to that aspect here. 


The Sisters of Charity or Sisters of the Poor or other similar 
organizations will depend on divine assistance and go with- 
out food or with plain bread and water until help arrives in 
the form of charitable donations. 


I recently came across another NPO operation in the unorga- 
nized sector. An institution takes care of persons with 
serious geriatric problems. Volunteers visit such persons at 
home, provide medical assistance, train relatives on how to 
take care of the elderly.and follow up with providing perio- 
dic visits from trained professionals. All this is free but there 
are day-to-day expenses to be met. According to their 
spokesman, they do not solicit support, but accept free 
donations, particularly from grateful relatives. Organizations 
such as this depend fully on hope and prayer. However, it is 
difficult to plan for a long period on that basis and a very 
short-term perspective may not be conducive of the opti- 
mum use of resources. 


To some extent, the ‘funding agencies’ add to the problems 
of uncertainty. There is, for example, a group of hard core 
idealists who want to start centres for ‘Non-political “Voter 
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education” in the district headquarters and smaller towns’. 
Conceptually, it is a very laudable objective to upgrade vot- 
ers’ awareness of their responsibilities and ability to evaluate 
candidates for future elections. However, like many NPO 
objectives, it is impossible to measure in terms of actual 
achievement. The group has managed funds from an agency 
on the basis of an excellent project report. They propose to 
start ‘x’ number of centres during the next 12 months. What 
happens in the second year? The funding agency does not 
make a commitment for the next few years. The group has - 
very little chance of finding new funds for the subsequent 
years. However, the question also arises as to how the fund- 
ing agency is going to evaluate the ‘return’ on its funding. 
How does one evaluate the ‘upgrading of voter perception’? 


3.5 Changing perceptions 


The change in circumstances and resulting changes in per- 


ceptions add another dimension to the problem. 


Commercial enterprises adjust themselves to a changing 
market fairly soon or are forced to adjust as they watch the 
bottom line erode. 


NPOs can chase a chimera so long as nobody knows how to 
measure the progress of the chase. Leprosy is a current case 
in point. Some reports indicate that new cases of leprosy are 
on the decline in several countries. To that extent the cam- 
paign (going back to Father Damien) is supposed to have 
shown perceptible results. Leprosy on the other hand has 
certainly not been eradicated. The question is not whether 
the campaign can now be wound up or emasculated by 
reduced funding as is being proposed by some state govern- 
ments. A more logical question would be whether there is 
idle capacity in the form of personnel or facilities in the 
eradication programme. If so, how best can such idle capac- 
ity be used for other health needs? Surely there are other 
health needs deserving attentior.. 
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The inability to adjust to changing needs affects many areas 
of NPO activity. One of the most striking is in the field of 
education. The Indian education system was designed to 
serve two purposes. First, to influence the upper classes in 
India to accept the British culture and way of thought, 
including the idea that cricket is the greatest game in the 
world. Secondly, the purpose was to supply administrative 
personnel, particularly at the lower levels to sustain the man- 
agement of the empire. The college that I attended had as its 
objective to provide the Indian equivalent of Oxford or Cam- 
bridge, whatever that meant. It was a successful institution 
and produced an elite in administration, science and judi- 
ciary, without ever emphasizing the grades or number gradu- 
ating with first class or the percentage of students who 
passed the final examinations. 


The needs of the education system, however, changed after 
independence. The college mentioned above was one of the 
first institutions in India which brought out a document on 
the changed needs. 


Unfortunately nothing much happened despite the laudable 
attempt. This is not surprising as we are still talking around 
the subject of modifications to the education system 50 
years after independence. On the other hand, the college 
produced a ‘white paper’ and not a plan. The area of educa- 
tion continues to be a popular one for NPO activity. Those 
active in the-area of education unfortunately, continue to 
follow the general trend of creating degree factories with 
little relevance to needs. Innovation has been limited to a 
plethora of new degree factories in engineering, business 
administration and information technology. These have 
grown as a response to the demand for technical coolies in 
the Middle East and USA. If any attempt has been made to 
innovate the system to the needs of an independent develop- 
ing country or the new age of high technology, it remains 
unseen. 
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3.6 New bandwagons 


New perceptions also generate popular ‘bandwagons’ onto 
which everyone tries to jump. Some are genuinely concerned 
while others espouse causes that can be worn like a badge. 
Most regrettable among them are those who get onto it for 
what it can earn for them. Causes for women’s welfare, child 
labour, the physically handicapped, are examples of issues 
which have seen their heydays. 


The current rage is AIDs. Several agencies, national, interna- 
tional or government-sponsored are now involved in ‘fight- 
ing AIDs’, whatever that may mean. Even Bill Gates, an 
obviously sharp businessman, has been involved with a 
$ 100 million donation. The magnitude of the problem in 
India has never been clearly estimated. The Ministry of 
Health has denied the seriousness of the threat of AIDs in 
India as it has been made out to be by international agen- 
cies. Official figures suggest that there are an estimated 4 
million HIV positive persons in our country. 


Nobody claims to know for sure, since people anywhere, 
including the Indian countryside, do not rush in to get 
tested and reported on their HIV status. However there are 
others, in India and abroad, maintaining that the figure is 
very conservative. They claim that by the year 2010, India 
can expect at least 10 million HIV positive persons in the 
country. 


The Union Minister for Health was one of those who vehe- 
mently rejected the idea of HIV as a serious problem. But 
with a $ 100 million donation from Bill and Melinda Gates, 
and a request for the minister to be chairman of a board to 
administer the donated funds, the perspective immediately 


changed. 


Everyone involved in sorting out public health problems 
accepts that traditional issues are still unresolved. Malaria 
for example, is returning to many parts of India while 
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tuberculosis is still a problem; more serious than what being 
commonly accepted, particularly in the urban slums. 


New cases of leprosy have been reported to be decreasing, 
but no one claims that it has completely disappeared. We 
still have periodic outbreaks of cholera while polio remains a 
serious threat. 


A new rush of NGOs dedicated to eradicate AlDs has now 
been triggered. Scam architects and political patronage will 
have their share. How much will go to the grass roots includ- 
ing support for the known victims of AIDs? Like many other 
campaigns, one may assume that this will also dissipate 
funds and then retire to the back room when the intermedi- 
aries finish hiving off the available resources. 


To the best of our knowledge, the Gates Foundation did not 
establish targets or milestones to be achieved by the funding. 


The minister and his cronies, we have to assume, are incapa- 
ble of setting up a plan and specific targets as a pre-condition 
to dispersing funds. Incidentally this raises a good question. 
Would Microsoft invest $ 100 million on a project, without 
clear plans and targets? However, when it comes to ‘charity’ 
how is Bill Gates willing to cast his bread on the waters? 
Could it be that the funding of $ 100 million per se achieves 
his objective of getting on the right side of the Indian powers 
that be? 


Fighting AIDs is different from health campaigns carried out 
éarlier. The availability of a preventive treatment such as in 
the case of polio or typhoid, small pox or cholera calls for a 
specific approach to popularizing the preventive treatment. 
NPOs can play a role in popularizing and subsidizing such 
treatment. They have done so. It is often a campaign by an 
NPO which may be repeated in subsequent years. Curable ail- 
ments such as malaria, leprosy or tuberculosis calls for a dif- 
ferent approach. They require an education aspect, of making 
it known that the disease is treatable; as well as making the 
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necessary drugs available at a subsidized rate or free of cost. 
The NPOs usually play a role in both these aspects. 


The problem with AIDs gets extremely complex. First, there 
is no known cure. Medical care can help the victim lead a 
normal life for a longer period of time, at a substantial cost. 
Second, there is no preventive action except to abstain from 
promiscuous sex and use condoms unless one is certain that 
the partner is free of HIV. Third, the experience of several 
countries, particularly in Africa, suggests the possibilities of 
_ explosive growth since the size of the HIV infected base is 


not known. Consequently, waging a war against AIDs has, 


to take the form of extensive education of the population, 
starting with teenagers to fairly old people. This is a mind- 
boggling challenge for any country. 


Free distribution of condoms suggested in some countries 
raised the question of indirectly encouraging promiscuity 
and premarital sex. Providing care and raising the morale of 
the victims either through institutions or by training family 
members to provide such care, is another area which calls for 
considerable resources in materials and personnel. Very lim- 
ited beginnings have been made by some NPOs involved in 
health care. 


With these problems abounding, it is amazing that a pre- 
marital medical check up of both parties contemplating mat- 
rimony has not even been considered seriously. It would 
require priests or registrars who officiate at the functions to 
be educated enough to ask for medical clearance as a prereq- 
uisite for the ceremony. They need to understand that it will 
be their responsibility to ensure this. Such a programme may 
not be as difficult as it may appear at first thought. 


One of the achievements of General Suharto of Indonesia 
was that he convinced the Mullahs to spearhead the cam- 
paign for family planning - which turned out to be remark- 
ably successful. 
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The point that has been made here is that we have a pleth- 
ora of funding agencies who seem to sponsor causes without 
much thought as to what the programmes are supposed to 
achieve and more importantly, how the results are supposed 
to be evaluated in measurable terms. Our prime concerns 
being the sub-optimal use of resources and probable inciden- 
tal neglect of the real problems. 


3.7 The need for planning and measurable targets 


The point that we are trying to illustrate here is that the 
absence of long-term planning and establishing measurable 
targets appears to be a universal malady in the NPO world. 
Irrespective of the field of operation, be it health care, educa- 
tion, orphanages or the care of destitute or retarded persons 
and irrespective of the size and structure of the operation, 
the outlook appears to be short-term and targets qualitative 
rather than quantitative. 


I am convinced that the value of services rendered by the 
NPOs in general is only a fraction of what it could be if they 
could operate on long-term plans and clear intermediate 
measurable targets. The problem starts in the initial stages 
while defining the service to be rendered and identifying the 
segment of society to be served. The grassroot, unorganized 
NPOs are built on the personal commitment of a person or 
persons and dedicated to a particular cause, and often based 
on personal experience. They tend to be strikingly effective 
in what they do. But they would be more effective as they 
grow, if they proceed on the basis of clearly defined targets 
arid time spans. 


4 


Defining the Need, the Product and 
the Beneficiary 


4.1 Wrong assumptions 


Philanthropists in general tend to assume that a service or 
even goods given away free will be accepted with great 
enthusiasm and gratitude. NPOs tend to do the same. 


A second assumption often made is that the perception of a 
solution to a problem by a well-intentioned outsider (indi- 
vidual or an organization) is also the best solution as visual- 

ized by those who face the problem. Both tend to be wrong. 


4.2 The free gifts 


In actual life, no one really trusts free giveaways. In coun- 
tries like India, where poverty is widespread, services and 
goods given away are accepted with open gratitude often 
mixed with suppressed resentment and suspicion. 


Individual charity is more readily accepted on the basis that 
the provider expects his reward in the next world and is 
probably atoning for his misdeeds in this one. It is more dif- 
ficult to relate it to rewards in the next life when charity 
comes from an institution. Most institutions are run by paid 
employees and the beneficiary sees the self-interest of the 
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employee — not beyond that. Volunteers providing such ser- 
vices are very suspect. ‘What is he or she getting out of it?’ 
The poor find difficult to envisage social conscience as a 
motive. 


4.3 The problem, the need and the demand 


The second assumption, that the ‘solution to a problem’ as 
envisaged by an outsider is the same as the ‘need’ felt by the 
victims of the problem, is more tricky. Economists define 
‘need’: ‘want’ and ‘demand’ in such a way that there are 
clear distinctions. A need has no economic significance so 
long as the person having the need does not recognize it. 
The need to administer polio vaccine to children is recog: 
nized by some parents, not others and hence the rationale. 
for polio vaccine campaigns. Here, the problem of the danger 
of being infected with polio and the solution are clear, but 
are not seen by a segment of society which is unaware of the 
need. Once the awareness of the need is developed, it turns 
‘nto a ‘want’. We therefore, have parents who want the vac- 
cine. However, if they are not willing and able to devote the 
necessary resources to satisfy the want, it does not become a 
demand. Thus, we have a segment which is aware of the 
want but unable to convert it into demand for lack of 
resources. A third group is able to carry out this conversion 
and express the demand. It does not wait for the campaign 
or the free vaccine. 


Educational campaign and free supplies become necessary in 
the case of others because they are not aware of the need or 
cannot convert the want into a demand. If this perception is 
projected on to other problems like HIV, the enormity of the 
problem becomes obvious. 


If an NPO recognizes a need, it is no guarantee that the 
potential recipient also does so and that the need has turned 
to a want in his life. Consider the ‘food for work’ 
programmes. Apart from poor administration and quality of 
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free or subsidized food that is distributed, a major problem 
is that the potential recipient does not see the ‘work’ that he 
performs as being of any potential benefit to him. He does 
not identify the public works for which he provides labour as 
something that he needs. 


4.4 Wrong formulation of problem and wrong solutions 


Well-meaning social activists may view a problem from a 
perspective determined by their own background and experi- 
ence. As a result, they develop solutions which are out of line 
with the real needs of the segment that they wish to assist. 
The final outcome is a misdirection of time, effort and other 
resources and an apparent wastage of resources. 


One interesting area illustrative of such conflict between sug- 
gested solutions by activists and the perception of their 
actual need by the ‘victims’ is the question of assistance and 
rehabilitation of professional sex workers. Many social acti- 
vists express serious concerns about ‘rescuing’ prostitutes 
from the ‘world’s oldest profession’. Some young girls who 
had been lured or forced into the profession and rescued at 
an early stage are indeed grateful and make an effort to make 
a living through other trades or professions, provided they 
are trained for a new trade and helped to establish them- 
selves. Returning them to their families has yielded disas- 
trous results. 


Experience suggests that a number of professional sex work- 
ers are recruited from a life of abject poverty. Over a period 
of time, they get used to a life of comparative material com- 
fort in their occupation. They have access to many material 
goods they could not even dream of back in the village. They 
are obviously not anxious to be ‘rescued’. When they are, 
they are resentful and often escape to return to the profes- 
sion. The standard approach of the do-gooder is that they do 
not know what is good for them. Campaigns on this basis 
have been started in two or moré states in India to declare 


Defining the Need, the Product and the Beneficiary « 37 


the profession illegal. This could drive it underground like 
the liquor trade under ‘prohibition.’ 


Over the centuries, the world’s oldest profession has been 
ignored, tolerated, condemned or persecuted from time to 
time. The profession has been declared legal or illegal in vari- 
ous parts of the world. Sex workers have been burned to 
death in one era, they have been stoned in another. Most of 
the time, their customers have been let off lightly. Soliciting 
has been a crime in many parts of the world, but patronage 
has not been. The exploiters in the trade, the middlemen or 
middle women have been rarely, if ever, brought to justice. 
Mrs Warrens have often been an accepted member of soci- 
ety.! Finally, it must be said that all these actions have had 
no perceptible effect on the extent or modus operandi of the 
trade. 


4.5 Anew perspective on what they need 


In recent years, at the turn of the century, a new perspective 
has emerged in many parts of the world on the real ‘want’ of 
the much ‘exploited’ group in the world’s oldest profession. 


An article in the Outlook magazine (4 March 2002)2 high- 
lighted the work done by the Durbar Mahila Samanvay 
Committee which managed to set up a multipurpose cooper- 
ative among professional sex workers of Calcutta (India) 
including a cooperative bank run by the Usha Multipurpose 
Cooperative Society Ltd. In spite of opposition by officials 
and even more by well-meaning socialites, the bank started 
functioning in 1985 and is run by a board of 13 sex workers. 
By 2002 the bank had 2,300 account holders and Rs 5.5 
million as paid up share capital. It has given the members 
financial strength and the ability to stand up to local 


| Bernard Shaw, Mrs Warren’s Profession. » 
2 A weekly published from New Delhi, India. 
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moneylenders and thugs who had been exploiting them. The 
cooperative bank charges 12 per cent on loans and pays 
better than commercial banks on deposits. This is in sharp 
contrast to loans which were at 750 per cent interest per 
annum from the moneylenders. 


An interesting question was, why did they borrow at such 
rates? The survey suggested that they borrowed for such 
common needs as medical expenses, education of children or 
siblings, house repairs, etc. They could obviously not charge 
these to Diners Club or Visa cards. More significantly, the 
cooperative now arranges for a regular medical check-up and 
medical care for them. 


Another fascinating fact is that during the years at the turn 
of the century, newspaper reports suggested that the trend 
towards ‘self help’ among members of this profession has 
been noticed worldwide. In Australia, the professionals have 
organized a joint stock company, shareholding being limited 
to the members of the profession (they are obviously not so 
familiar with the concept of cooperative societies). In Paris, 
sex workers have formed an association with the stated 
objective, inter alia, of securing protection from competition 
by imported sex workers. WTO norms obviously should not 
apply here. It has been reported that in Hong Kong an asso- 
ciation is under formation. The sex workers of Chennai have 
finally formed a society, against much opposition. 


So what is the point here? It is simply that while being 
driven by moral or humanistic considerations, the ‘good’ 
people active in this area did not pause and ask, what is it 
that the sex workers want? What is their need? How can one 
help them to live a better life? 


4.6 Another problem of perspective 


Organizations (and social activists) who lobby on the subject 
of child labour demanding that it be prevented or abolished 
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also tend to overlook the complexities of the problem and its 
consequent ramifications. There are certain skills involving 
manual dexterity which can be only be acquired as a child. 


In such trades, the child is in fact apprenticing into an exclu- 
sive profession. There are other situations where a child is to 
a substantial extent contributing to the total income of the 
family. In some occupations (like in construction) the whole 
family participates in the activity. In other cases, where the 
family is working at home on sub-contract (€.g. match indus- 
try) the child participates. As far as we know, very little work 
has been done to analyse the different segments and develop 
optimum solutions to meet the essential needs of the child 
without generating new problems. We will be discussing 
child labour in a later chapter to illustrate the system of 
approach that we consider appropriate in dealing with prob- 
lems of this nature. 


We are not suggesting that the social problem of exploita- 
tion of children does not exist. It does and children are sexu- 
ally exploited too. What we do suggest is that economic and 
social problems need careful study as to the compulsions and 
actual steps that need to be taken to correct consequent 
imbalances in the physical and psychological needs of the 
victims. Such a study could result in more rational and prac- 
tical solutions than emotional quick fix answers. 


The whole approach boils down to what commercial organi- 
zations would consider the rational marketing approach. 
Defining the need, the product, the beneficiary and reaching 
the potential beneficiary constitute the essence of marketing. 
We will review in the following chapters, the applicability of 
marketing approach and practices (as they exist in the com- 
mercial world) to non-profit organizations. | 


a 


Marketing for Welfare Organizations 


5.1 What do we mean? 


Non-profit or welfare organization executives tend to get 
upset when we refer to ‘marketing’ in the context of their 
‘non-commercial’ activities. Marketing is identified with com- 
mercial or profit-seeking motives. However, this is not neces- 
sarily so. We are referring only to strategies to make sure that 
the ‘need’, as perceived by the agency about to provide the 
service, has been felt as a ‘want’ by the prospective recipient. 
We know that there is nothing automatic about this. This is a 
matter of perception by the two parties — the provider and the 
recipient. The relative benefit of the service as viewed by the 
potential recipient needs to be as high or higher than as that 
perceived by the provider. This balance in perception will 
ensure that the whole operation results in optimum benefit. 


5.2 Commercial connotations 


For the outsider who has never been exposed to marketing in 
a commercial organization, the term ‘marketing’ is almost 
synonymous with ‘selling’. Marketing in practice, is the 
whole range of activity intended to convert ‘needs’ into 
‘wants’. A commercial organization would like to go further 
and ensure the conversion of want to demand, backed up by 
purchasing power. It involves exploration of the actual 
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existence of a need or the possibility of ‘creating’ one. This 
operation is often referred to as market research. 


If a need already exists, or if it can be created, the next step 
will be to identify the target segment. For example, if the 
product to be launched is low-priced sweets, the want would 
be, or can be created in the minds of the children. For expen- 
sive after dinner chocolates, the want would have to be that 
of well-to-do adults. Such identification of target customer 
or client would be a part of market research. 


Once that the target segment of customers is identified, it 
becomes necessary to inform the market that the product is 
available. If the need is not clear, it may also be an opportu- 
nity to create it. This is where advertising, the usual villain 
in public minds, takes over. In its simplest form, advertising 
is informative, creating awareness in the minds of users 
regarding the availability of a particular product. Commer- 
cial advertising, however, does not stop there. It is often per- 
suasive and can sometimes border on misinformation 
providing exaggerated statements regarding the virtues of 
the product. However, for our purposes, it would be useful 
to remember that advertisement is a means of communica- 
tion. Its use or misuse is independent of techniques that are 
available. It is a very useful tool. 


5.3 Channels of distribution 


Assuming that a ‘want’ has been identified and the organiza- 
tion is in a position to meet that want, the next step would 
bé-to establish the channels of reaching the prospective cus- 
tomer. Commercial organizations will evaluate direct sales as 
against those using channels of distribution. In direct sales, 
there are still choices to be made. It could be over the coun- 
ter, in outlets set up by the supplier or it could be by mail. 
More recent options include sales solicited by agents in 
person or over the telephone and supply is directly made to 
the customer. The soliciting agents’ could be part-time 
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amateurs (who may be trained) or full-time employees. Inno- 
vations in this area continue. 


Alternately, a commercial organization may decide to use 
the traditional, marketer, wholesaler and retailer route. Vari- 
ations are stockists, commission agents, etc. 


The choice of channels of distribution is unnecessary for 
non-profit organizations. There are exceptions, however. A 
trust set up to produce low cost essential drugs for the use of 
charitable medical institutions is a case in point. 


The assumption was that a long-felt need was being met. 
Not much planning was done to ascertain the methods of 
distribution, publicity and related problems. It was assumed 
that publicity had to be low profile since there was no merit 
to irritating bigger drug companies with any suggestion that 
their margins were high! Word was supposed to get around 
that essential drugs are available at a low price for charitable 
or non-profit institutions in the field of health care. After 
several years of operation, the trust is still struggling to cope 
with problems of keeping potential clients informed and 
ensuring efficient distribution. This may be special case, but 
strategies and points of client contact could be matters for 
serious thought and planning for all non-profit organiza- 
tions, before operations are launched. 


5.4 Competition 


In the commercial world, the market is competitive. If it is 
not so initially, it is assumed that it will soon become com- 
petitive. Consequently, strategies of advertising and pricing 
as well as channels of distribution are all targeted towards 
maximum market penetration and optimum revenue. Mar- 
keting as a function, forms a critical factor in the success or 
failure of a commercial establishment. The basic challenge 
that marketing faces in a commercial operation is to build 
brand loyalty in the consumers’ minds. 
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5.5 Marketing in non-profit organizations 


Welfare organizations also have to be concerned with com- 
petition in the market. Competition does not matter if the 
service is offered free. However, the question arises as to 
why one must duplicate what someone else is already doing. 
Needs may be widespread so as to create room for many ser- 
vice providers. A good example is that of adult education. 
Considerations of market share or net revenue become very 
significant if the non-profit organization is also partly client 
financed. As mentioned elsewhere, educational and medical 
services are two area of activity run by non-profit organiza- 
tions which tend to be partly client financed. 


On the other hand, the compulsion to find out if the ‘need’ 
as perceived by the organization is a ‘want’ that is felt by the 
recipient is certainly critical. For example, we have come 
across an expensive, deluxe facility established by a non- 
profit trust, intended to facilitate training programmes by 
other non-profit organizations. There is certainly a perceived 
need. But unless someone plans how the facilities are going 
to be marketed, it would probably become a white elephant. 
Services are offered by non-profit organizations, assuming 
that they are needed. The world will beat a path if you offer 
a better mousetrap, but only if the world knows about it and 
if the world believes in the ‘cause’ of eliminating mice. 


5.6 Market pressures 


As stated earlier, considerations of market conditions 
become quite significant to non-profit organizations depend- 
ing partly on client finance. For example, a non-profit hospi- 
tal that depends partly on the fees it charges from well-to-do 
patients with a margin, over and above the costs, has to be 
extremely market sensitive. It always has to be alert to com- 
parative fees and service charges of commercial hospitals in 
the area or even the region. It has to be sensitive to the com- 
parative quality of patient care too. The logic is a simple one. 
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The hospital in this case is catering to two market segments. 
The first is that of the well-to-do patient who will take into 
account the quality of service as well as the level of fees 
charged. The second is the poor patient who is more con- 
cerned about being able to afford the treatment and comes 
to the charitable hospital for a number of reasons, the most 
significant being that he/she cannot afford the services of a 
commercial hospital. a 


Similarly, ‘self financing’ educational institutions have to be 
sensitive to the level of student financing in the market by 
others. Lump sum donations or annual fees and other cover 
up charges must not be too out-of-line with other institu- 
tions. However, there are less available seats when compared 
to the number of aspirants. 


- 


This is true in several areas of professional training. The 
institutions are fairly free to charge what the traffic will bear. 
The need to be competitive is fairly relative within a range. 
Quality, on the other hand, is becoming more and more Sig- 
nificant. Finance for higher education is now available, may 
be not easily, for intending students, from trust and finance 
institutions. Family resources are not as much an inhibiting 
factor as they used to be. Yet, in practice, there is consider- 
able price equalization taking place in this market. Areas in 
which self-financing institutions are active and demand 
exceeds supply of facilities (seats) include engineering, infor- 
mation technology, medicine and dentistry. 


The approach of the non-profit institutions vary. Some of 
the older colleges continue to be subsidized by the govern- 
ments at the state or centre. Among colleges which offer 
training in medicine or associated services, some have a com- 
mitment to provide trained personnel for other non-profit 
hospitals.! They continue to charge a low fee and accept no 


' The most outstanding example of this service is Christian Medi- 
cal College and Hospital, Vellore, Tamil Nadu. 
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‘donations’ from parents. The entire operation is subsidized 
by special funding and earnings from attached hospitals. 


Old age homes are another area of service where competition 
is probably going to be a relevant factor in the course of 
time. As of now, very few exist and there is a distinction 
between commercial and charity old age homes. The first 
category, commercial, even if run by non-profit organiza- 
tions, is yet not competitive since there are very few which 
are of acceptable quality. The situation is likely to change at 
a future date. 


Institutions that specialize in training handicapped people 
to engage in for productive occupations, by and large, charge 
very low fees or no fees at all. They are mostly fully funded 
by non-profit agencies. 


5.7 Marketing activities of significance to 
non-profit organizations 


For a non-profit organization, there are five significant prac- 
tices of commercial marketing which are relevant and from | 
which an executive with such an organization would benefit. 


The five aspects are: 
(a) Market survey, more correctly termed, market 
research 
(b) Test marketing 
(c) Contact channels for service 
(d) Public relations/external communications 
(e) Client feedback 


We will now take a more detailed look at each of these prac- 
tices and their applicability to non-profit institutions. 


6 


Market Research 


6.1 Why non-profit organizations need 
market research 


It is vital for commercial organizations to try and under- 
stand the market. The lack of reliable information is the 
single most recurring cause of failure in an enterprise. 
Market research is expected to correct this problem and pro- 
vide the required information in a systematic manner. The 
same principle applies to non-profit organizations. For com- 
mercial organizations, it is critical to understand the market, 
since they cannot survive if they do not cater to the actual 
needs of the market. Similarly, if non-profit organizations do 
not understand who and where the prospective clients are, 
they will have simply wasted a great deal of effort at the end 
of the day. 


Commercial organizations react quickly if the market does 
not accept their service or product. They modify, sell harder 
or withdraw since the bottom line is affected. Welfare organi- 
zations are more likely to be morality, sentiment or emotion- 
driven and will carry on, wondering why the obviously needed 
service, well-provided, is not being enthusiastically received. 


What appears to be a ‘need’ rarely ensures a market. It is 
important to view the need and the service from the point of 
view of the customer. This means studying the market, 
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segmenting it and identifying target groups whom one would 
want to serve. Only then can the service itself be created to 


meet the real need, thus, ‘different strokes for different 
folks.’ 


6.2 An illustration 


The problems related to child labour and the urge it has 
_inspired in people to ‘do something about it’ is probably a 
good illustration of the idea. One way to look at it is that 
there is no general problem of child labour. 


Child labour exists, in varying contexts and backgrounds 
with varying problems. For example, a child carrying a brick 
on its head is a common sight in India, on urban construc- 
tion sites. A closer scrutiny reveals that the parents and 
probably one or more siblings also work on the same site. 
The child has problems. But they are not the same as that of 
the child in the home of the family doing job contract work 
producing matchboxes. The shortcomings in the lives of chil- 
dren employed in these two categories of occupation are not 
the same as in the life of a young apprentice learning the 
complex dexterity involved in carpet weaving. 


Construction workers move with their families from site to 
site, live in temporary shelters and the whole family works 
on the site. The child does not have the opportunity to go 
to school or even interact with children their own age. Con- 
ditions of hygiene are deplorable. Problems, however, have 
also to be visualized in the context of migrant construction 
labour as a seasonal phenomenon. The family is usually from 
a village and has moved out to urban areas in search of 
added income during the season between crops when there is 
no demand for labour on the fields. What is the life of the 
child like in the sowing or harvest season? Is it on the field? 
Does it add to the income of the family? 


If the family produces matchboxes at home and is sheltered 


b 
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in one place, the child is in close contact with it. The child 
can then go to school and play with other children, if the 
parents do not put him/her to work all day and on overtime. 


6.3 An example of segmented market 


To illustrate what we mean by segmenting the market, let us 
set up a grid in relation to our (limited) understanding of 
child labour. 


The ‘needs’ of children and child labour 
' 


Needs of child Building Carpets Match Teashops Households 
Nutrition ? 4 May be Ok May be 
Security Yes ? Yes ? May be 
Companionship 2 Yes Yes ? No 
Bearable Load 2 ? Yes No No 


Education No No é No No 
aie aan acim gka aaa rs secre LE i ind ALE i 2 


Let us also look at the other side of the coin. 


Role of the child 
POSER GA aS ecae ob apres nasa he Base ade 
C 


ontribution to 
Family Income Yes Yes Yes ? Yes 


Learnin g Trade Yes Yes Yes Yes 4 
ERR sv ra tes cog eerepem ee nn ee oT eT 


Note: This is an illustrative example. It is not the result of an extensive survey. 


6.4 What can we infer? 


Education is a universal need. This need however, is not 
specific to children who are in conditions where they have 
to labour. It is also a problem for many children who do 
not labour. The problem obviously is at least in part a 
function of lack of facilities. Nutritional needs are to be 
satisfied, since parer’s cannot afford them. Those employed 
in teashops and households may be better off on nutri- 
-tion, depending upon the charity of the shop owner or 
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householder. But nutrition is more likely to be a function of 
total family income and not of the occupation of the child. 


We could infer that setting up educational facilities is of 
high priority here. How this would be handled for migratory 
construction worker families is a moot question which we 
are not attempting to answer. We only want to demonstrate 
the approach. 


There may be a case for supplementary nutrition for children 
like the ‘mid-day meal’ scheme introduced in Tamil Nadu 
for school-going children. (This has now been adopted in 
some other states). Limited hours of work to give the chil- 
dren a chance to attend school (part-time work and school as 
in the carpet industry in Egypt) could be a significant step 
forward. Such an arrangement could also facilitate interac- 
tion with the peer group. 


6.5 The other side 


There are other questions that need to be raised. For exam- 
ple, what proportion of the family income is being contrib- 
uted by the child? What happens when the child grows up? 
Does he change jobs? At what age does this happen? Is he 
acquiring a skill which he can use later? I am sure much 
work has been done by way of in-depth analysis — however, 
the activities of those who are concerned about this area 
seem to reflect more emotion than in-depth understanding. 


Abolition of child labour will probably result in loss of 
income, which the family cannot afford. Parents are not 
likely to welcome that. The child, moreover, may learn a 
trade like carpet weaving, pottery, etc. 


The abolition of child labour in such cases will result in the 
child losing an opportunity to learn a trade for life. Parents 
would certainly find that unacceptable. Parents’ perception 
would clearly be different from that of the ‘abolitionists’. 
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We are not talking about ‘bonded labour’ which often 
includes children in ‘bonded families’. Neither are we con- 
sidering all the situations in which child labour: exists. The 
above grid is only meant to be illustrative of the approach. 
We are not condoning practices in several trades involving 
children working under unhygienic conditions and very long 
hours. 


Nor are we trying to belittle the efforts of many well-meaning 
persons who want to save children from such situations. We 
are only illustrating the need to take a closer view of what 
appears to be a universal need. On scrutiny one finds that a 
heterogeneous array of needs have to be addressed. 


Another very important function of market research is to 
identify the kinds of opposition that may develop. These 
may arise from a variety of motivations, the most significant 
being vested interests. We have gone into this aspect in the 
section which deals with public relations. Here we merely 
want to note that this could be an important aspect of 
research. Market research in other words, should be aimed at 
identifying not only the segment requiring the proposed ser- 
vice, the features of the service to make it wanted, but also 
on possible opposition that may develop. 


For example, ‘abolish child labour’ will meet with opposition 
not only from employers, but from parents too. In fact, most 
‘welfare’ operations that aim to improve some aspect of life 
of one segment of the population is likely to create resent- 
ment in another segment. Often, the fear of altering social 
equilibrium is a concern in the minds of other segments 
which receive direct benefits. 


6.6 Market research — State of the art 


Market research as 4 profession, as a technique and as a skill 
has taken great strides in recent years. Computer systems 
make it easy to dev.lop complex cross analyses of data 
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collected directly or indirectly. However, the non-profit 
- organization (as the user) should have a clear idea of what 
answers it is looking for. The complexity of the art makes it 
~” imperative not to lose sight of what information is needed. 
The professional can take it up from there, but he should 
have a clear brief. 


CPHE - SOCHARA 
_ Koramangala 
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Test Marketing 


7.1 The practice and its rationale 


Commercial organizations also tend to follow a practice of 
‘test marketing’, particularly while introducing a new prod- 
uct or an existing one in a new area or segment of the popu- 
lation. Let us assume that the market has been identified 
and that the product or service has been tailored to meet its 
needs. There however, remains a certain element of uncer- 
tainty in regard to acceptance of the product by the market, 
even if it is deemed suitable in the opinion of the designers 
and promoters. The rationale for test marketing is simple. It 
reduces exposure on errors of judgement in regard to a 
scheme. Hence, testing of products is often integrated into 
market research. 


The situation in regard to the welfare organization is not dif- 
ferent. 


7.2 An example for welfare organizations 


Let us assume that a school has been identified as having a 
large proportion of the students who go without lunch on 
account of poverty. Enough research has been conducted to 
know that such children would welcome the idea of lunch 
being provided in school. If a philanthropist is willing to 
underwrite the lunch and one has to fix a lunch menu for the 
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children, one must wonder, will the menu be acceptable to 
the children’s palate? Would they like milk or would they 
prefer yogurt and buttermilk? Are there vegetarians who do 
not eat eggs? What would a good combination of food items 
be such that théir nutritional requirements and taste buds 
(developed on the basis of a very poor diet) are taken care 
of? Is it possible to do more research by asking questions? 
However, testing some menus will provide an assurance of 
their acceptability. 


The experiences of the Tamil Nadu mid-day meal scheme at 
the micro level at different school locations indicated how 
annoyingly fussy the poorest children could be on a free 
meal. It does not in any way, diminish the value of the 
scheme itself. It is, however, also important to make sure 
that the children get optimum nutrition and enjoy the meal. 


Test marketing will give the organization an opportunity to 
modify the nature and content of the service before it is 
offered widely, as changes made after the service has been 
introduced may be wasteful. Experimenting with a limited 
user group would be a less expensive way of ascertaining 
suitability of the service, in the form in which it is offered, to 
meet the need that had been identified. 


The same point may be raised about vast sums invested in 
family planning programmes. The question is how much 
research has been done before launching the programmes, 
which could have been done better by carefully test market- 
ing different specific approaches to control groups before 
deciding to go in full steam. 


7.3 Pricing the service as a testing device 


Welfare organizations generally tend to offer ‘free’ service. 
This is understandable since most such organizations are 
‘atended to serve the poor. However, experience suggests 
that a nominal or token fee helps acceptance of the service. 
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The recipient is then able to maintain ‘self-respect’. Self- 
respect is a factor with widely varying significance between 
areas and groups. However, here we suggest a token price as 
a test for the reality of market ‘demand’. In other words, 
how serious is the need in the minds of prospective users? 


A project may start on the basis that it should be partly 
client-financed. The pricing policies, in such cases, will be the 
subject matter of another chapter. At this point we consider 
the price at which the product is offered only as a token to 
test the validity of the need. It may therefore not be necessary 
to relate this offer price to the cost of the product or going 
market rates for equivalent products. However, while plan- 
ning the testing model, these factors cannot be ignored. 


7.4 An illustration 


Take the project of adult education. Tuition may be free, 
however, if the distribution of writing instruments (slate, 
paper, pencil, chalk) or books are involved, one could con- 
sider charging a nominal price. If an adult does not show his 
readiness to pay a nominal amount for stationery, it would 
certainly be a matter of grave concern. It indicates that the 
literacy service being offered is not perceived as being partic- 
ularly beneficial. Token pricing can often be used as a device 
to determine the genuineness of perceived need and accept: 
ability of the service offered. 


Adult literacy is an area in which research came up with inter- 
esting contrasts. The desire to be literate for example, is 
greater in areas with a reasonably high average level of liter- 
acy, than in areas with low literacy levels. In pockets of almost 
absolute illiteracy, none welcome campaigners for the cause. 


There are situations when the importance of literacy is 
brought to the fore. An illiterate, low caste lady in Rajasthan 
was raped. She decided to file a case and fight for justice. 
This in itself was unusual, considering she was illiterate, 
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poor and low caste. But fighting the case for years, made her 
emerge as a vigorous campaigner for women’s literacy. 


What is being stressed upon here, is while adult education is 
a worthy cause, it needs to be marketed. We cannot assume 
that the illiterate are pining away to turn literate. ' 


Another interesting case illustrates the point. One govern- 
ment agency assumed that private medical practitioners, 
operating their own small clinics, particularly those in small 
towns, needed a service which would update their knowI- 
edge. A special seminar in collaboration with a leading medi- 
cal institution was organized on the basis that its expenses 
would be reimbursed. About 150 practitioners in neighbour- 
ing towns were identified and invited. Quite a few responded 
pointing out that it was a laudable idea. On the morning of 
the inauguration of the seminar, no medical practitioner 
turned up! 


A group of students were sent to check why nobody turned 
up. The finding was almost uniform, ‘Without all this I can 
make X Rs a week. Why would I want to waste a couple of 
days? It is X Rs lost as far as I am concerned.’ One or two of 
them went on to add, ‘If the institution can be reimbursed 
we don’t mind signing the register if you can bring it round 
to the clinic.’ 


Someone should have checked on who was actually needy! 


| Many students of developmental economics would today agree 
that one of the significant factors which helped China achieve a 
faster rate of development than India is the early emphasis that the 
Chinese (under Mao) put on adult education. India did not put a 
high priority on adult education. This is easy to see from the allo- 
cation of resources in the first three or four Five-Year Plans. The 
emphasis in India has been on higher technical education. No ef- 
fort was made to market adult literacy. Also, it took us a long time 
to realize that women in many areas are more enthusiastic to be- 
come literate. It is part of their desire for ‘liberation’. 


; 


8 


The Channels and Points of Service 


8.1 Role of distribution in commercial enterprises 


Selecting and developing a strategy of distribution for a 
product is one of the major challenges that commercial 
enterprises face. The more successful among such enterprises 
do not look upon the distribution system as passive routes 
through which the product flows. ‘Fhey try to integrate the 
agencies involved in the distribution channels as positive 
contributors to the ultimate objective. For example, during . 
the days when India suffered from deficiency in food pro- 
duction, programmes were developed by some leading fertil- 
izer companies to train and involve the dealers of fertilizer 
products as ‘change agents’ in farming. In retrospect, it 
would appear that training the dealers as communication 
agents so as to persuade the farmer to follow the recom- 
mended ‘package of practices’ contributed substantially to 
India becoming self-sufficient in food production. This was 
possible only because these fertilizer manufacturers saw 
themselves not just as suppliers of fertilizers, but as major 
contributors to solving the problem of food deficit. ! 


In the case of durable products such as trucks, cars, 


' Madras Fertilizers Ltd. and IFFCO are good examples of compa- 
nies which took this approach. 
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two-wheelers, washing machines or electronic goods, the 
ability of the distributor to provide back-up service often 
becomes a decisive factor for the product’s future. Market 
rapport with the customer is best established and main- 
tained at the point of contact with the customer. In most 
cases this is the tail end of the distribution channel. 


8.2 Some newtrends 


An unfortunate consequence of the rapid development of 
Information Technology has been the loss of personal con- 
tact in service organizations such as banks. 


Nothing can be more exasperating for customers than receiv- 
ing statements, often with errors which obviously require 
clarifications, with the notation, ‘this is a computer gener- 
ated statement and does not require a signature.’ This is 
then backed up by a telephone system with a variety of 
taped messages suitable for any occasion. In many banks, it 
is becoming almost impossible to reach a particular person. 
Answering services merely add to the problem and compli- 
cate issues when too many people respond to customer calls. 


8.3 Points of contact in non-profit organizations 


Non-profit organizations need to study and incorporate 
points of client contact and their role in the programme. If 
an organization is established in order to take care of 
orphans, one of the first questions to be considered is how 
the organization would find the orphans. We recently came 
across an appeal on television by an organization proposing 
to take care of orphans. It seemed unlikely that the TV view- 
ers would rush around looking for what the appeal referred 
to as ‘pure or hundred per cent’ orphans. Again, an adver- 
tisement was published in a newspaper, by a charitable desti- 
tute home for ‘real destitute’ women. The facilities were 
apparently ready and the staff was in place before the organi- 
sation started to look around for clients, There is no magic 
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formula to find the right contact points. However, if a ser- 
vice is being planned for a segment of humanity, the critical 
question that arises is about getting to them. The problem is 
that many a time, the project is set up based on emotions or 
sentiments. Many practical considerations are not taken into 
account — they are assumed away. 


Abolishing child labour is another case in point. If the gov- 
ernment only wants to build pressure and pass laws, it is 
one thing, however, if the object is to improve the quality 
of life, present and future, of the children, pertinent ques- 
tions have to be asked as to how one can contact them and 
how one can ensure that relief being provided actually ben- 
efits them. 


Another example is the situation in regard to sex workers. If 
the intention is to pass laws and then put a few sex workers 
_and their organizers in prison, that is one thing. Newspaper 
reports recently appeared about sex workers being arrested 
and remanded to custody in one of our state capitals. Is this 
approach going to end the oldest profession in the world? If 
the objective is to change the lifestyle of those who want to 
accept such a change, then the whole approach and 
follow-up has to be well thought-out and designed in order 
to assist those who genuinely desire a change in their lives. 


8.4 The contrast: brand loyalty versus the cause 


The focus of marketing efforts, we had stated earlier, in a 
commercial operation is to build customer loyalty, to a prod- 
uct or more significantly, to a brand. The focus of the ‘mar- 
keting’ effort in case of non-profit organizations is to build 
loyalty to ‘the cause’. 


Outsiders are very often ‘converted’ to believe in the cause. 
However, we need to ‘convert’ the beneficiaries and vested 
interests as well to accept the cause. Therein lies the rub. To 
the extent to which contact points or channels can be used 
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to build up the ‘faith in the cause’, the efforts of non-profit 
organizations are likely to be more rewarding. 


8.5 A case for cooperation 


There is often great potential for synergy in non-profit orga- 
nizations working together. There is no reason why an orga- 
nization working on rural health schemes should not be able 
to provide a database for another organization working in 
the area of adult literacy, or vice versa. Such cooperation 
exists, but not as often as it could. Very often, there are ego 
problems, so seemingly out of place in non-profit service for 
human welfare. However, the points of service established 
by one non-profit organization can be used to ascertain the 
acceptability of a new service to be offered by another. A 
reliable sample is already available. A stronger spirit of coop- 
eration is perhaps required. 


9 


Public Relations/External 
Communications 


9.1 What is PR? 


_ The raison d’etre for a welfare organization is in doing some- 
thing positive for the recipients of the service, a selected seg- 
ment that is the target. We need to know if the recipients 
realize that they have benefited in some way. However, 
there are spectators too. No harm and indeed much good 
can be done if the public is aware of what is being done, how 
and why. In commercial Operations as much as in welfare 
operations, the usual PR consists of a press release on an 
event, or an article by a friendly journalist. An annual 
fund-raising event is usually planned and the PR exercise is a 
prelude. This is publicity, and may be a well-organized ‘af- 
fair’ but it is not what we mean by ‘public relations’. 

By public relations we mean exactly that, a relationship 


between the organization and the public on a continuing 
basis, carefully nurtured over the years to form a firm bond. 


9.2 For welfare organizations too 


There are special factors which necessitate a clearly focused, 
continued, PR campaign imperative in India or other under. 
developed countries for all welfare organizations. This is 
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true, irrespective of the areas of activity they are involved in. 
We consider this section on PR one of the most important 
ones in this book. PR is a critical problem area for the man- 
agement of welfare organizations in countries such as India. 
Unfortunately, very few of our non-profit organizations rec- 
ognize the need for good PR except in the context of 
fund-raising. 


Many non-profit organizations will tell you, “We are very 
low key, we shun publicity; after all, we are only doing good.’ 
There are several questions here that are ignored. 


First of all, is it the public perception that the organization is 
‘doing good’? Secondly, if so, will everybody just accept it as 
such? By doing ‘good’ to one section are you stepping on 
someone else’s toes? Are vested interests whose position 1s 
being threatened involved here? 


9.3 Illustrations 


The vested interests are in some cases quite clear. Attempts 
to abolish child labour will certainly meet with resistance 
from the employers and in many situations from parents. 
These are situations where there is a direct economic threat. 
There are others of ‘conflicts of interest’ which are not eco- 
nomic and therefore not as easy to understand. In many 
parts of India, particularly areas with very low literacy levels, 
anything that looks like a threat to existing social fabric 
brings on stiff resistance even where there is no directly 
discernable vested interest. Attempts to improve the lot of 
the lower castes (socially handicapped) or to even educate 
their children raises the ire of the upper castes. The explana- 
tion is often that they ‘will forget their place’. The same is 
true of tribal welfare activities, when carried out. 


Some years ago, in Bihar, where droughts are a periodic 
event, an international welfare agency offered to dig bore 
wells. They actually imported the equipment on an 
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emergency basis and started to operate. The upper castes 
wanted the wells dug on their lands and not on public areas 
accessible to the lower castes. They were quite willing to go 
without wells for themselves rather than allow the lower 
castes to drink water from the new wells. 


More often than not, these sentiments have a facade of 
patriotism or religious fervour. For example, in the situation 
mentioned above, one of the excuses for the Opposition was; 
it is foreign charity which we should not accept — the ques- 
tion of national pride of India was raked up. Another argu- 
ment was that the funding was from ‘Christian’ money and 
that they would be converting people by digging wells. 


The hostility to tribal welfare activities is equally difficult to 
comprehend. It is almost as if the opposition comes from a 
feeling of ‘why are they getting the benefits? why don’t we 
get it instead?’ 


9.4 Exploiting human misery 


The way in which human beings seem to want to exploit 
their fellow beings in misery is incomprehensible. Whether 
this attitude has a relationship to the level of education or 
development are moot points. No animal except the Hyena 
is known to turn on its disabled to eat them. Humans in 
India do not actually eat their own kind who are in dire 
straits — perhaps because the majority is vegetarian. They, 
however, just stop short of that. 


After the earthquakes in Gujarat, in 2001, initial consign- 
ments of food and drinking water sent by charitable organi- 
zations were cornered by the local ‘strongmen’ and sold for 
money or sex. Rape was not uncommon in temporary camps. 
Several organizations went in with great enthusiasm, but 
pulled out when they found themselves unable to cope with 
the alliance of local thugs, bureaucrats and politicians. It is 
well-known that the offer by Ford Motor Company to 
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rebuild schools destroyed by the earthquake was not 
accepted for a very long time. The local mafia wanted the 
money to be handed over and would not accept the condi- 
tion imposed by Ford that they preferred to disburse the 
funds based on progress in construction. The same was true 
of the funds raised by the Meridian chain of hotels in order 
to construct houses destroyed by the earthquake. The pro- 
posals never look off for a very long time. The demand was — 
give us the money and we will see. Reliance Industries, the 
first organization to arrive on site with relief, pulled out in 
disgust very soon. At least two international charities are 
known to have done the same. 


Welfare organizations often run up against the same senti- 
ment. 


Anyone in a position of economic or social handicap is con- 
sidered fair game. The question is, “Why are you wasting 
resources on them? Give it to us, or at least give us Our Gut <3 


Unfortunately within welfare organizations in India, the 
attitude of, ‘If it is free money, why should I not take my 
cut?’ seems to come up much too frequently. However, this 
is a different problem — of recruitment and proper controls. 
We shall address ourselves to this aspect later. 


9.5 Corruption as a reality 


In India corruption is a fact of life. It is now simply accepted 
as such. In the recently-held elections, it became quite obvi- 
ous’that corruption was not an issue at all. Each party nowa- 
days, accuses the other of corruption in high places. In low 
places corruption is taken for granted and nobody bothers to 
complain. Corruption in some states is more efficiently orga- 
nized than in others. 


Any welfare organization which assumes that it will be 
spared because it is doing ‘good to the poor’, is living under 
an illusion. Every telephone connection, every power 
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connection, even drainage and water depend on speed 
money. Government grants, already sanctioned for welfare 
work executed by an agency will not be handed over unless a 
cut is assured. This is true of funds for the blind, relief to 
lepers or burying of the dead. 


There was a time when at least some commercial organiza- 
tions resisted corrupt practices. I can recall that IBM refused 
to pass on any kind of speed money in the 60s. It sometimes 
slowed down business and also lost business, but the com- 
pany was adamant. One is not sure whether the pressures 
which forced IBM to pull out of India in the 70s had any- 
thing to do with this attitude. But, there was no doubt that 
the average politician or bureaucrat had difficulty under- 
standing IBM’s inflexible attitude. 


There are others. A construction company in Chennai is 
known to have resisted attempts by the Metro Water Supply 
to extract speed money. After many months and at great 
cost, they finally went to court rather than give in. The fact 
that they won their case is probably indicative of the Indian 
judiciary, which by and large, has not joined the mainstream 
of current ethics. 


Welfare organizations that I have been associated with, 
have faced a variety of tactics to extract money from them. 
At the lower levels of bureaucracy or service personnel, they 
make no distinction between commercial and non-profit 
organizations. The same tactics to extract money are used 
with both. 


At the level of ‘line man’ in the telephone department, elec- 
tricity department, or at the level of tax collector in corpora- 
tions and municipalities, no distinction is made between 
individuals, corporations or welfare organizations. 


At higher levels where the bureaucrat is Supposedly more 
educated and discriminating, welfare organizations are 
increasingly being considered ‘fair game’. Some ingenious 
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ways devised in order to blackmail welfare organizations are 
noteworthy. They are indicative of the type of problems a 
welfare organization could face. 


An organization which had done relief work on behalf of the 
government, was not paid for several years. Either the file 
was ‘missing’ or the budget had lapsed for the year! This 
went on for several years until a new head of the department 
in the government happened to be particularly sympathetic | 
to the cause. It was amazing how the files missing for years, 
surfaced in an hour. The person dealing with the file at the 
lower level was indignant. After all he had asked for only 5 
per cent, and was open to ‘compromise’ too! 


A welfare association, which had its tax exemption granted 
many years ago and had enjoyed the status of being tax 
exempt for a couple of decades was given a notice of back 
taxes for several million rupees. Many years ago, it was 
found, the association had framed a rule that the staff car 
owned by it, could be used by persons using its guest facili- 
ties on payment of a small charge, per kilometre. The 
income tax officer argued that the association had thereby 
lost its tax-exempt status. The facility had actually never 
been used, but the ITO said that its entire ‘gross income’ 
could now be treated as taxable. They were ordered to 
submit new tax returns for the years since inception. He very 
generously offered to settle the matter for a sum of 
Rs 20,000. He said, ‘After all, you are a charitable outfit’. 


It was several years before the matter could be resolved with- 
out handing over the small donation to private charity! 


By and large, service organizations have resisted the 
demands of corruption. It is however, not unusual these days 
to find a welfare executive give in under pressure or take the 
easy way out. 


A non-profit organization was given a notice which commu- 
nicated an increase in urban tax on itS property by 300 per 
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cent. The tax collector offered to settle it all for a small pay- 
ment equivalent to the original annual tax. The alternative 
was to appeal to the appellate authority. The backlog was 
heavy. It was indicated that the appeal will be taken up in 
about three years’ time-and in the meanwhile tax at the new 
rate should be deposited by the organization. The executive 
committee of the organization decided to give in and paid 
the money as demanded by the tax collector. The tax collec- 
tor took the notice with him. A few days later a letter 
arrived, reversing the original enhancement — as it was an 
error. It was only months later that it was found that the 
original notice was actually a forgery. 


The tax collector and his colleagues in the urban tax author- 
ity had played the game with several non-profit organiza- 
tions in the city. 


A non-profit organization would do well to ascertain what 
kind of problems of opposition or resistance it is likely to 
run into. Some areas where they are vulnerable can be ascer- 
tained. Even so, no one can anticipate the devious forces 
that come into play. At the first signs of such opposition, or 
harassment, they must have a ready strategy. In other words, 
welfare organizations cannot afford to be complacent. They 
need to be constantly on the alert. 


This is part of the price that one pays for ‘doing good’ in 
India. We will shortly revert to this point. 


From a practical operating point of view, welfare organiza- 
tions should also decide whether they are willing to tolerate 
the demand for ‘gratuities’ from petty officials.’ This has 
come to be just accepted as a way of life in the commercial 
world. An administrative official at a lower level is usually 
asked to negotiate the ‘gratuity’ to reasonable levels. Many 


| Not to be confused with gratuity defined in the Payment of Gra- 
tuities Act. 
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commercial organizations also control this item through a 
budget provision for gratuities. One of the usual problems is 
that the person authorized to negotiate and hand over the 
gratuity (in cash) is often offered a cut. The system corrupts 
and controls him or her. Many welfare organizations in 
recent years, have assumed that petty corruption is a way of 
life and may be tolerated; fighting only unreasonably large 
demands as they arise. 


9.6 Types of problems 


We have indicated that non-profit organizations working in 
India or countries at similar stages of economic, political and 
social development are likely to meet and have to handle 
three types of problems. First, there are problems that arise 
from vested interests. These, in economic firms, may be mat- 
ters of direct conflict. A second type of opposition arises 
from the mere anticipation of social change, not palatable to 
the socially dominant groups. A third type of problem arises 
from widespread and deep-rooted corruption starting with 
petty officialdom all the way to the top. 


The tie-up usually includes bureaucrats and politicians with 
or without ties with local thugs. Some cities or states were 
supposed to be worse than others. These differences, only of 
degree, probably tend to disappear and no area is necessarily 
any better than another. 


Conscious and purposeful build-up of public relations may 
be of some use in combating the opposition arising from any 
ofthese sources. It may not, however, solve the problem. It 
is in fact, unlikely to do so. However, when it comes to 
having to fight through, good PR is helpful. It is simple — the 


NS 


2 We are not discussing the ethics of corruption. It is a decision 
that individual organizations are faced with to identify the levels at 
which they will tolerate speed money payments and the level at 
which they are willing to spend time and effort to fight back. 
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more an influential public believes the ‘cause’, the more 
strength you have. 


9.7 Two positive factors 


Two factors may be noted. First, the average media person in 
India, (journalists, as they call themselves) tend to be quite 
independent, with a strong sense of professional ethics. It is 
an old tradition, which has not yet been fully eroded. How- 
ever, if the media is controlled by a political party, objectiv- 
ity cannot be expected. The party line will prevail. 


Secondly, the judiciary tends to be reasonably fair, and is 
undoubtedly the least corrupt of government institutions. 
Neither of them can be said to be angels, but there is at least 
some hope. 


9.8 Building the PR base 


Estimation of the anticipated Opposition and type of prob- 
lem starts after the initial studies are completed. A market 
survey is not complete unless the possible lines and sources 
of opposition are identified. Welfare organizations generally 
tend to be rather naive and rush in where angels fear to 
tread. 


One of the first steps that the organization can take is to 
develop a close association with a leading journalist and a 
lawyer or judge. This could be at the level of patrons, the 
executive committee, the board or at the advisory level. Such 
a step ensures that select people from these professions have 
a clear understanding of the objectives of the organization. 


In India, cine artists, singers and musicians occupy a special 
niche in the hearts of the people. Having some of them asso- 
ciated is probably worth the while. 


A carefully developed brochure should be brought out before 
the programme is launched. It should provide answers to 
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questions such as who is funding the programme, how, why 
and for whose benefit. Depending upon the local levels of lit- 
eracy, it may be necessary to print the launch brochure in a 
local language as well as in English. Pictures will help — as the 
saying goes, one good picture is worth a thousand words. 


A function to launch the proposed service may be considered. 
A cultural show and a documentary will add to the attraction 
and raise the level of impact of the occasion. If VIP-centred, 
the organization must choose a non-controversial person. One 
needs glamour without being ostentatious. 


Many welfare organizations do hold such functions and 
bring out brochures. After that, they relax. They think they 
are doing ‘good’ work and that everyone should appreciate 
that! This attitude will not do at all. 


9.9 Continuing programs 


In the context of today’s environment we need a continuing 
multidimensional programme. Such a programme should 
include: 


(a) Feature articles Every newspaper has a weekly edi- 
tion where feature stories are published. Then there 
are several magazines which look for such stories. 
With a little imagination and effort, several stories 
can be developed about the service being provided. 
Case studies, stories of a different approach to the 
problems and technical reports are all useful PR 
material. 


(b) Local language and women’s magazines Do not 
neglect the local language magazines, and certainly 
not the women’s magazines. Women’s networks are 
probably the most powerful media in the world. 


(c) Local reporters Do not limit contact to the main 
paper or the magazine’s head offices. The local 
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reporter or the guy on the beat looking for stories is a 
great asset as a friend of the organization. Set up 
one-to-one meetings to guide him into stories, partic- 
ularly human interest ones. 


(d) Editors and senior editorial staff Keep in touch 
with them. Invite them over for special functions. 
Give them tours of premises or of get-togethers of 
the beneficiaries of the programme. 


(e) Organize a periodic get-together of beneficia- 
ries Use the occasion to get feedback (continued 
market research) and contacts with prominent mem- 
bers of the public. 


(f) Take part in local fairs, functions The main idea 
is to be visible and not hide under the bush. Take a 
stall, participate in the local fair or sponsor a school 
event. Push your cause. 


All these suggestions, however, may not fit in with the par- 
ticular service being rendered but surely some will. The 
objective here is to have continued maximum visibility and 
public contact. It is also to convert as many viewers to the 
‘cause’. Every welfare organization should have a formulated 
programme for public relations and a budget to cover such 
activity around the year. Look upon such programmes as 
ones necessary for survival and effectiveness in the long run. 


9.10 A point of caution 


In many underdeveloped countries, and certainly in India, 
particularly at the state level, everything tends to take on 
political hues. It does not seem to matter if political motiva- 
tion can be attributed or gains anticipated. If a politician 
(even a deceased leader) has been associated with a particu- 
lar non-profit or charitable organization, opposition parties 
will find ways and means to sabotage the activity or at least 
impose difficulties. 
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If the opposition party is actually in power, then government 
machinery will often be used. A typical example is that of an 
organization founded to assist destitute women and widows. 
It was founded by a politician-cum-social activist, held in 
great esteem and who passed away decades ago. The tax laws 
permit certain concessions in the form of rebates for 
hand-spun and hand-woven cloth produced by the institu- 
tion, Whenever the opposition party is in power, the rebate 
is not paid — sometimes for 3 or 4 years. 


Any association with a politician or party in the minds of 
other political parties will invariably lead to problems for a 
non-profit organization, In this regard, it is best to be above 
suspicion. 


10 


Client Feedback and Follow-Up 


10.1 Why feedback? 


Getting customer feedback has become a very common prac- 
tice in commercial marketing. The accepted practice was 
that only specialists in ‘market surveys or market research 
projects would mail out questionnaires to ascertain client or 
customer reaction to a product. These questionnaires were 
often backed up by the offer of gifts for an early reply or 
response before a given date. Without such incentives, and 
even with them, the bulk of questionnaires would end up in 
a wastepaper basket. A 10 per cent return was considered 
rather successful for a mail survey. A 20 per cent return was 
a cause for celebration. 


Many products, both durable and non-durable, are nowa- 
days sold or delivered with questionnaires, some of them 
quite elaborate. More customary are the feedback informa- 
tion requested by service organizations such as banks, hotels, 
restaurants, airlines and service stations. 


Consumers have also become more conscious of their rights 
and the ability to influence the supplier. Consequently, the 
percentage of returns in many cases are quite high. Cus- 
tomers these days consider it right to be able to complain 
and have their problems attended to. Needless to say, com- 
mercial enterprises have become quite sensitive to this new 
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development. To some extent, this is a result of the con- 
sumer protection organizations which have assumed world- 
wide proportions. 


The development of information technology also makes it 
easier to handle, analyse and co-relate data generated by 
such questionnaires. A recent announcement by a leading 
international airline claimed that the organization was 
spending close to a billion dollars on revamping their fleet of 
aircraft, changing seating concepts and catering. 


The entire process of revamping was carried out on the basis 
of three or four years of customer feedback information. Even 
if SO per cent of the passengers had filled up the question- 
naires, the total volume of data generated would have been 
staggering. A complete analysis and cross-check including writ- 
ten suggestions would have been impossible in an earlier era. 


As indicated by the example of the airline, the objective is to 
find out what the customer would like, in order to make the 
service more attractive. Building brand loyalty is the name of 
the game in competitive commercial services. 


One of the hotel chains has a policy of responding almost 
immediately to customers about their suggestions. In some 
cases, they thank the customers for a good suggestion that 
they were going to implement, or give reasons why it could 
not be carried out. In some cases they actually entered into 
correspondence, requesting the customer to further elabo- 
rate on the suggestion. It is obvious that this hotel is making 
a substantial investment in customer goodwill. 


10.2 Feedback for non-profit organizations 


The drive to establish brand preference or brand equity 
under competitive pressure is not a significant factor for 
non-profit organizations. On the other hand, possible 
improvement in the service being provided and in the meth- 
ods of delivery should be of interest to a non-profit 
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organization. There is more to it than that. Non-profit orga- 
nizations in most cases, provide services to improve the qual- 
ity of life of the recipients. Generally, it cannot be carried 
out at one shot, but shows improvement over a period of 
time. Obviously, then, it is. worthwhile for the non-profit 
organizations to get feedback in order to ensure: 


(a) That the client is in fact improving the quality of life; 
that the improvement is perceptible; 


(b) That he/she is aware of this intended improvement 
and continues to be committed to the ‘cause’; 


(c) That the rate of improvement does in fact measure 
up to the expectations of the organization; and, 


(d) That the suggestions arising out of experience are 
communicated. 


10.3 Some illustrations 


A little imagination would suggest that proper feedback 
would be very useful in many of the usual areas of welfare 
activity. Take for example, the rehabilitation of sex workers. 
Periodic feedback is obviously essential to evaluate the 
whole programme. Adult education is another area where 
periodic and regular feedback should lead to improvement 
and better results. 


One area in which our experience indicates that “feedback 
and follow-up’ are not given the importance they deserve is 
health care catering to the rural population and the econom- 
ically handicapped. If the patient returns with a recurring 
problem or a new problem, the history card may be usually 
available. It gets updated on how he/she had been doing in 
the interim. The returning patient is a passive approach 
which means, until he or she returned to the institution, one 
would not even know if there was a recurrence, whether the 
patient had changed loyalty and had gone to the village 
witch or had died. There has always been a question in our 
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minds as to whether a more active follow-up of information 
‘s feasible in terms of cost and time, particularly since ana- 
lyzing and updating of data is rendered much easier through 
information technology systems. 


40.4 Problems of procedure and methodology 


The reluctance of non-profit organizations to get into a 
system of feedback and follow-ups understandable. They 
very often deal with illiterate or semi-literate persons who 
cannot answer elaborate questions or even respond to simple 
questionnaires. Personal interviews are difficult in terms of 
manpower and distances. 


One-on-one interviews often result in the dissipation of 
biased information since the typical interviewee, particularly 
‘n rural areas, tend to be swayed by the desire to please the 
interviewer. In group interviews, everyone is concerned 
about how the majority feels. However, we do not need to 
throw the baby out with the bath water. Limited feedback 
can be had through interviews of clients based on random 
selection and data can be scanned for bias. Validation 
through mutually-balanced questions is not difficult. 


However, with all its limitations, any form of feedback is still 
very valuable. As has been mentioned earlier many 
non-profit projects are sentiment or emotion-driven. They 
tend to be hits or misses. A skilled interviewer conducting 
‘one-on-one’ interviews with sample recipients of a service 
can often extract useful information. Every non-profit orga- 
nization needs to evaluate if the expenditure on selecting 
“and training interviewers for a feedback programme is worth 
the money and effort. It could in many cases, be a cost- 
effective proposition, in the long run. 
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11.1 Addition to surplus or profits — the bottom line 


We have thus seen that commercial organizations use the 
‘addition to net surplus’ or ‘profit’ in one form or another as 
the ‘ultimate’ measure of the success of an operation or oper- 
ations over a period of time.! 


Addition to net surplus is not a significant consideration for 
non-profit organizations. We therefore, need to look at pos- 
sible options. There is no single final measure that is compa- 
rable. However, commercial organizations themselves do not 
use only a final measure to evaluate performance. We will 
refer to some other measures in this section. From the con- 
cepts and practices followed ‘by commercial enterprises, 
non-profit organizations would have to select their own cri- 
teria of measurement most suitable to their sphere of activ- 
ity. In the absence. of easily understood or universally 
accepted measurements, non-profit organizations tend to 
use inadequate or meaningless criteria. A good example of an 


' In more recent times, purée return to stockholder, as a percentage 
of equity is not accepted as the best single measure. More sophisti- 
cated concepts tend to be used nowadays. A good example is EVA 
(Economic Value Added) used by the Lever Brothers group and 
Hindustan Lever Ltd, in India. (We have discussed this in Chap- 
ter 2). 
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inadequate measure would be the ‘number of tribal children 
enrolled in schools’ referred to, in section 11.2. 


There is a good deal of merit to evaluating options and iden- 
tifying measurements to be used before the actual planning 
process is started. Targets stated in terms of measurable cri- 
teria make it simpler to translate objectives into targets and 
to monitor progress in reference to these. 


Once ‘profit’ or its various avatars are out of consideration, 
there are at least three types of measurements to be consid- 
ered. These relate to: (a) Results, (b) Activity and (c) Human 
development indicators. 


41.2 Measurement of results 


Organizations in the commercial world do tend to set up 
measurable goals, apart from final profits. A good example 
would be the total revenue earned during a period. This is 
known as measuring a result. If the total revenue arises from 
several forms of activity, sub-goals of revenue from each line 
of activity are set up and performance measured against the 
goals. Since revenue consists of two factors — volume of 
goods and prices, it is also quite customary to consider 
volume by itself as a measurement of result. 


We have earlier illustrated in detail the problems of identify- 
ing quantifiable results as measures of achievement. We are 
familiar with the problems of using volumes in relation to 
education (colleges) or medical care (hospitals). On the 
other hand, the total number of students who are graduating 
every year; or the total number of outpatients handled on an 
average per day; or the total number of in-patients who have 
been treated in a year are certainly a useful measure of 
results. They are definitely better than no measure at all. 
However, such measures of results need to be supplemented, 
particularly by measures indicative of quality or of finality of 
result. 
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In order to use measurements based on ‘results’ it is neces- 
sary that the results must be quantifiable. In actual practice, 
it is surprising how easy it is to do so in some cases and how 
difficult it is in others. Depending upon the nature of the 
service being provided, it may be possible in some cases to 
find ‘assumed or implied’ measurable results. 


Where objectives themselves can be stated in terms of mea- 
_surable quantities, it is easier and logical to measure results in 
the same terms. A school for example, may be built with the 
objective of being able to provide education for a certain 
number of students every year. Similarly, a rural dispensary 
may have a stated objective of caring for a particular number 
of patients on an average day. Sub-objectives may be in terms 
of sex or age groups and the important point is that these are 
quantified. But, the weakness (in terms of ultimate objectives 
of education or health care, for a segment or an area) is that 
these numbers are not adequately indicative in themselves. 


Appropriately chosen, the measure should indicate the 
impact that the organization has had on the outside world. 
In most cases, we find welfare organizations catering to a 
class of clients. These could be, for example, persons who 
need health care, children who need support in terms of 
food, clothing or education, or orphans who need total care. 
The particular institution should choose its own measure- 
ment of results that it would like to apply and set targets in 
terms of the measure. 


In earlier discussions, we had mentioned various criteria for 
judging the performance of a hospital. Result measurement 
could be the number of healed patients, poor patients who 
were taken care of and healed, etc., over a standard period of 
time, like a year. The institution has to choose its own mea- 
sure or measures of results. There is no need that the mea- 
sures be just one. In fact, any one measure could be 
misleading, either by understating or overstating the actual 
impact of a programme. 
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In order to witness the complexity in choice of measure, let 
us take the example of a mental health centre. The number 
of patients who have been rehabilitated suggests itself as a 
measure of result. Is the average period taken to rehabilitate 
a patient a measure too? If so, is it valid? How will one 
account for the time when the patient was rehabilitated and 
later came back for help? What about the number which 
became totally self-sufficient, as against those who were par- 
tially dependent on emotional support or on medication? 
There is always a temptation to oversimplify matters and set 
up measures just because they look good and appear within 
reach. 


The forest department measures tribal children’s enrolment 
in schools as a means of achieving long-term plans ‘to bring 
tribes into the mainstream’. This appears to be an illustra- 
tion of one such oversimplified measure. The objective is to 
rehabilitate tribal children and get them into the ‘mainstreany’. 
If this is so, we need other measuring rods. For example, the 
proportion of dropouts from school, the number of children 
who finish school and ultimately the number that actually 
finds another livelihood other than collecting forest produce! 
Collecting forest produce for a contractor instead of for 
themselves can hardly be considered great progress. 


11.3 Measurements of activity 


The second type of measurement are those related to ‘activ- 
ity’. These do not measure end results. Activity measures are 
measures of efficiency. In the commercial world, total sales 
in terms of goods (numbers) or total revenue could be 
related to any of the following: 

(a) The number of salesmen. 

(b) The total number of persons in the sales department. 

(c) To the total cost of running the sales operation. 


(d) The total cost of the marketing operation. 
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For a non-profit operation there could be similar measures. 


For example, in the case of the hospital, the number of out- 
patients handled each day or for the whole year, would be a 
measure of results. However, it can be used as a measure of 
activity if this total is then related to the capacity of the out- 
patient department in terms of infrastructure (floor area, 
number of consulting rooms) or in terms of doctors or total 
number of staff. 


The efficiency of an adult literacy programme could be mea- 
sured, in terms of the ratio of participants per teacher; or 
those declared literate per Rs 1,000 spent on the programme 
in a year. 


In comparison, the absolute number who learned to read, 
write and do simple arithmetic would be a measure of 
results. | 


Activity measurements have to be generally relative. They 
must relate to the cost or total outlay, or number of persons 
employed, etc. If a hypothetical capacity in terms of volume 
can be established, the per cent of capacity utilization 
becomes a useful activity measure. 


Combining a measure of results with one or more measures 
of relative activity could often present a better picture of the 
efficiency as well as of achievement of the organization over 
a period of time. 


A common implied assumption is that a carefully chosen 
activity measure would have a high co-relation with final 
results. However, this may or may not be true. As the old 
saying goes, one should not confuse activity with achieve- 
ment. 


Activity measurements serve two purposes. First, they can be 
used to check on the effectiveness of specific operations at 
‘lower’ levels of an organization. Second, a certain level of 
efficiency is implied in planning the operation. In such a 
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case, Clear activity measures will assist in the evaluation of 
overall performance. For example, while deciding on the 
number of doctors to be hired or planning for outpatient 
facilities, some assumptions have to be made as to the 
number of patients who will be handled by the outpatient 
department. It would be advantageous to put these assump- 
tions on paper in the form of activity measures. This would 
be the only way to find out if the initial assumptions of 
levels of efficiency were adequate. Similarly, the number of 
students expected to enrol from one year to another, would 
be a major input for designing classrooms, !ab facilities, and 
in order to hire teachers. While total enrolment is not a 
result measurement, it does become a useful measure of 
activity, particularly in order to plan ahead. 


141.4 Human development indicators 


Almost all non-profit organizers are active in areas of human 
welfare. Their basic objectives indicate this commitment in 
one form or the other. It is unusual for the objective to cover 
all humanity. There are segments which are target beneficia- 
ries of the efforts of non-profit organizations. 


Human development.or social indicators are often quoted to 
reflect or indicate the achievements of such efforts. Total lit- 
eracy levels, life expectancy, infant mortality, malnutrition 
and poverty lines are illustrative examples. New indicators 
such as-pollution levels, pollution-related ailments, etc., are 
now emerging. 


The problem with such indicators is that they reflect a net 
change which results from a combination of factors, many 
of them external to a current programme or campaign. For 
example, an almost 100 per cent literacy level has been 
achieved by Kerala. Adult literacy campaigns and organiza- 
tions participating in the programme have contributed to 
the success. What was the literacy level before the cam- 
paigns started? What was the contribution of the former 
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Maharajas who had pushed for 100 per cent school enrol- 
ment by reducing the cost of primary education to negligi- 
ble amounts 50 years ago?, What would the contribution of 
Christian missionaries be in providing educational opportu- 
nities? Can the non-Christian charitable societies do the 
same? 


Measuring the actual contribution of any one single — 
programme or an organization in the process of changing 
human development indicators is virtually impossible. The 
indicators themselves are often nebulous and hard to obtain . 
with precision. The usefulness of these indicators is not in 
Current programmes or operations or in evaluating perfor- 
mance, but in long-term planning of strategy. 


11.5 Other considerations 


We started out with the implicit assumption that a single 
measure of performance such as profit for commercial orga- 
nizations is not available for non-profit organizations. This 
is correct and as a consequence, various measures such as 
those described above may have to be used. For example, 
there has been considerable criticism of the governments in 
India, at the state and centre, regarding widespread illiteracy 
and more particularly, the wide disparity in this regard 
between some parts of India and the wide pockets of illiter- 
acy on the other. 


Part of the response to such criticism has been a publicity 
campaign that shows numbers indicating that the total 
number of ‘literate persons have, in fact, doubled since 50 
years of independence’. 


Another well-publizized statement is that the number of lit- 
erate persons in Indie is now equal to the total population 
that existed 50 years ago. If the total population has also 
doubled, it probably means that the proportion of literate 
persons has not changed. A simple question would be, “What | 
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is the change in the proportion of literate persons in the 
total population at the time of independence and now?’ 


There are also problems of qualitative and quantitative mea- 
sures. What is literate? The Mandarins of China had a 
system of measuring education by the number of characters 
they knew. The knowledge of 4,000 characters made one a 
scholar. In foreign language proficiency tests, it is customary 
to suggest that the test would be based on a vocabulary of a 
certain number of words (2,000 is a common standard). In 
India literacy had been defined as being able to write one’s 
own name in his language. That does seem a bit low. How- 
ever that is a qualitative judgement. ‘Adult literacy’ in fact is 
a misnomer. What we really mean is ‘Adult education’. 


The problem of quality in non-profit organizations Is signifi- 
cant for another reason. We will revert to this a little later. 


In looking at measures, particularly activity measures, a 
choice very often has to be made between ‘discreet’ and 
‘scalar’ measures. In adult literacy, if we set up a measure as 
a 1,000 word vocabulary, all those who pass a test based on 
that measure would be literate and all those who fail would 
still be counted as illiterate. One could have an intermedi- 
ate measure of 300 words with the name, ‘semi literate’. If 
the pollution level in a city is said to be X per cent sulphur 
compounds in the air, it can be targeted in order to reduce 
it to.y per cent and the measurement of achievement is 
scalar. No city is pollution-free, and therefore, a discreet 
measure of pollution or non-pollution would be meaning- 


less. 


In many areas, such as nutrition and health, even poverty 
can at best be defined in scalar terms. Absolute terms such as 
‘healthy’ or ‘unhealthy’ cannot really be used as useful mea- 
sures. , 


In terms of poverty, for example, I have never been sure as to 
the validity of ‘poverty line’ as a discreet measure (X 
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numbers below the poverty line).2 For that matter, one 
could define a ‘nutrition line’ based on minimum calorie 
intake plus essential nutrients. The population could then be 
divided as below and above the line. These may be valid for 
certain purposes, but would need to be used with careful 
consideration. 


i 


* Even so, for long-term planning of strategy, ‘poverty line’ is prob- 
ably a useful basis. For example, the United Kingdom's Depart- 
ment for International Development (DFID) has defined its objec- 
tive as, ‘to assist the Government of India to halve the proportion 
of ‘people in poverty’ by 2015.’ 
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Quality Standards and Maintenance 


42.1 Quality measurements in the output of non-profit 
organizations : 


Performance in any organization has the aspect of quality 
which is more important than that of quantity. The number 
of students graduating from an educational institution is a 
. quantitative measurement..The number graduating with a 
first class in a competitive examination conducted by an 
external agency, becomes a qualitative measure. When grad- 
uates go on to become outstanding performers, the school or 
college claims this as a measure of the quality of the institu- 
tion’s performance, at least as one of the factors. 


The market mechanism in a commercial organization will 
provide an automatic check on quality. If the output is of 
poor quality, the market will reject it, except under monopo- 
listic conditions. However, this assumes that the market has 
the option to reject ‘t.| The economic policies followed by 
India after independence resulted in the shortage of many 
commodities in the market, particularly that of consumer 


| Obviously, the market could not ‘reject’ poor-quality cars or 
two-wheelers when there was a waiting period of many years for 
the supply of such products; and registration required pre- 
payment! 
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durable goods, and quality was of no concern to the produc- 
ers. Literally anything, in its shoddiest form could be sold. 
The suppliers enjoyed a monopoly or semi-monopoly 
market. The quality of the product became a consideration 
only after the first wave of liberalization. Goods exported 
from India were also of questionable quality and the market 
mechanism was inoperative. 


Unfortunately, the lack of concern for quality permeated 
into every aspect of life in India over the decades. Non-profit 
service organizations were no exception. 


If a non-profit organization is set up to provide medical care 
for the poorest of the poor, there is nothing much the 
patient can do about the quality of service. He or she is 
trying to procure service from the organization only because 
the patient cannot afford to go elsewhere or because the par- 
ticular service is not available within a commutable distance. 
It is in fact, not uncommon to find semi-commercial hospi- 
tals located in areas away from towns, catering to a group of 
villages which provide service of deplorable quality.” 


It is quite a well-known and widely accepted fact that the 
quality of medical care in government-run hospitals in India 
or in hospitals managed by government agencies such as the 
Employees State Insurance Corporation are very poor. He». 
ever, patients go to these institutions because they do not 
have a choice. 


* One of the most shameful discoveries of recent times was the way 
mental health patients were being treated by ‘mental health homes’ 
in some towns in Tamil Nadu. Many of the patients were chained 
to beds and to one another. Money was being collected from rela- 
tives to ‘look after’ them. One home burned down and many in- 
mates burned to death before the government took notice. The 
state government is now proposing to build mental rehabilitation 
homes. Operation by the state government, per se, gives one no as- 
surance regarding the quality of treatment at these homes. 
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A widely acclaimed programme such as the school children’s 
midday meal scheme in Tamil Nadu showed rapid deteriora- 
tion in the quality of food supplied to the children under the 
scheme until it became a scandal. Many children fell sick 
before the issue received the attention it deserved. 


Similarly it is well-known that schools run by the city corpo- 
rations or municipalities are of very poor quality. They have 
neither the equipment nor qualified teachers in many Cases. 
However, those who cannot afford private schools have no 
choice but to attend these. 


42.2 Setting up of quality standards 


A quality control programme requires standards to be set up » 
with reasonable clarity and enforced from the stage of incep- 
tion. Standards should be objective and measurable as far as 
possible. There may be areas where the measurable standard 
can only be a ‘derived’ one. Even so, it would be better. 


For example, a school could have a quality standard, as all 
students compulsorily should procure above 50 per cent as 
aggregate in public examinations. 


Another school may be satisfied with 75 per cent of its stu- 
dents passing out in the same examination. It is only a 
matter of defining the expectations of the institution or 
organization. 


Eye camps are often run by charitable organizations in rural 
areas without eye hospitals within accessible distances. Sur- 
gical intervention to remove cataracts is very common at 
these eye camps. Many sponsors are satisfied with a certain 
number of operations being conducted in the duration of the 
camp. A target of total results and result measurement is all 
that is being considered. Some other sponsors prefer target- 
ing it for a percentage of successful operations. 


The problem is not only in relation to service. Organizations 
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take up the development of cottage industries, particularly 
as part of women’s development (empowerment) 
programmes. Many of them produce goods for sale. 
Gandhiji’s home spun yarn was a beginning. Brooms, 
papads, honey, disposable organic serving plates and dishes 
are examples of cottage industry products. Quality standards 
are currently being maintained in many cases, primarily 
because there is a market mechanism at work. 


However, there are other illustrations of indifference to qual- 
ity. Raising bees in order to collect honey to be sold in the 
market is one of the oldest village development schemes. 
Then someone discovered the art of putting sugar syrup near 
the beehives to enhance output. The natural habit of the 
bees is to go round and collect nectar from flowers. However 
it is apparently easy to turn them into a lazy bunch. They 
start to depend on the sugar syrup, literally served on a plat- 
ter. (Trust the humans to cormipt even the bees.) The conse- 
quence is that the ‘khadi and village honey’ in many areas do 
not have the flavour of the real honey any more. The Indian 
urban consumer now looks for Australian honey in the 
market! 


Similar is the story of preservation of fruits as a ‘cottage 
industry’. 


12.3 A quality assurance programme 


Every non-profit organization would do well to set up a qual- 
ity assurance programme and not leave it to chance or the 
goodness of its employees. Even where the organization is 
being managed and operated by people with total commit- 
ment, such as the Sisters of Charity or similar organizations, 
a benchmark and review is always very useful. Such a 
programme should have the following salient points: 


(a) The non-profit organization irrespective of the field 
of its proposed operation should plan to set up and 


(b) 


(c) 


(d) 


(g) 
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document intended quality standards from the very 
beginning. These standards need not be numeric, if 
that is not possible. However, measures that can be 
reduced to numbers have an advantage. Where that 
is not possible, they could be qualitative such as ‘in 
keeping with the latest available technology and 
practices’; or ‘not below the standards of the best 
available in the market’. The important point is for 
everyone is to know that there is an established stan- 
dard, a target and that it is documented. 


In an earlier section (paragraph 10.2) we had sug- 
gested a procedure of ‘feedback of information’. 


For a quality review programme, such a system of 
feedback could be of great value and should be set 


up. 
A review committee should be set up internally or 


with outside expertise to look into the matter of 
quality standards. 


Particular attention should be paid to complaints 
received directly or through the feedback mecha- 
nism. | 


It is important for the review committee to be care- 
fully constituted. Where. professional standards are 
involved, only a peer group should do the review. 
(This is critical in areas such as medical services or 
education, for the review to be productive or even 
acceptable). 


Even if there are no complaints, a periodic random 
review of quality standards is most desirable. Correc- 
tive measures can then be instituted. 


Inability to sustain the quality of service may very 
often be a result, not of indifference, but the lack of 
necessary skills and knowledge. This is a factor that 
has to be looked into and corrected right at the start 
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of a programme, but is often not done. In fact the 
skill and knowledge levels of the operating staff — 
requires to be reviewed periodically on a regular, per- 
haps annual, basis. The question should always be 
raised at every stage, while reviewing lapses, as to 
why they occur in order to ensure correction. The 
purpose is not to blame someone, but to rectify the 
factor causing loss of quality standards. 


13 


Hiring and Retaining Staff 


43.1. Problems of staffing 


Non-profit organizations have two special problems relating 
to staffing, particularly at the middle and senior levels. First, 
they would prefer that the staff be those who are committed 
to the ‘cause’. This is not always easy since at the higher 
levels of responsibility they are also looking for reasonable 
levels of competence. The combination is what is difficult to 
locate. 


The available pool from the market has fewer and fewer ide- 
alists who consider personal commitment to a cause as high 
priority in the context of growing materialism. In fact, if one 
can find staff with a strong sense of morality and ethics that 
is about the best one can do. The average job seeker today is 
not committed to any cause and he 1s also often amoral in 
regard to ethics. Not that there are no sincere and honest 
persons any more, they are simply not easy to find. 


This writer had been appalled to find employees stealing 
from missions catering to the blind or distributing food and 
clothing to orphan school children, without a twinge of con- 
science. : 


The second problem is that non-profit organizations, by and 
large, tend to offer salaries quite out of line with going 
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and compensation levels every three years or at least 
every four years. 


7. Certain perquisites have value well beyond the ‘cash 
equivalent’. These need ‘to be carefully considered. 
Some examples are given below. 


(a) A regular pension on retirement 


Existing statutory provisions include provident fund and gra- 
tuity. In simple terms, provident fund is a cumulative fund 
to which both the employee and the employer contribute a 
percentage of the salary (usually 8 or 10 per cent) which is 
available on retirement. 


Gratuity is a retirement benefit based on years of service. It 
is usually 15 days salary for every year served and payable by 
the employer at the time of retirement of the employee. 
These are statutory requirements. 


India like many other developing countries has no social 
security schemes. It is unlikely that the average middle-class 
employee has enough saving power to provide for his old 
age. Traditionally they depended on the joint family system, 
their children providing for old age. The joint family system 
has been broken up, so has the sense of obligation on the 
part of the children to provide for aged parents. 


The typical employee is always grateful for any jlan which 
assures him/her of a lifetime pension. Such a scheme can be 
made without employee contribution and hence without 
employee-vested interest. In such a scheme the employer can 
make the pensions available only after a minimum number 
of years of service. This provides the employee with an 
incentive to stay on and not leave. 


(b) Housing 


It is a traditional perquisite for the employer to provide 
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housing in the Indian system of compensation. This takes 
various forms. Housing owned by the employer can be and is 
often provided on concession at a rent calculated as a per 
cent of salary. Housing allowance as a subsidy is also an 
option. We believe that housing owned by the employer has 
a lot of merit as a perquisite. The employer can ensure rea- 
sonable comfort standards. If it is done as a part of a campus 
as in a hospital or educational institution, it also allows for 
closer employee interaction and their possible conversion to 
the ‘cause’. 


I was at one time the author and promoter of a programme 
under which employees of an organization were encouraged 
to their houses. The employer merely set up a revolving fund 
and employees were encouraged to register for housing 
loans. 


Lots were drawn every year to decide as to who, from 
among the eligible employees, was to receive the loans. The 
loans bearing a low rate of interest were repayable in install- 
ments over the remaining period of service. The scheme 
contributed greatly to employee loyalty and commitment at 
a time when housing loan schemes from financial institu- 
tions had not been started. Such a scheme may not have 
the same emotional appeal today because of reasonably 
easy availability of commercial housing loans. However, the 
employer can assist the employee to secure the loan from 
such institutions. 


(c) Cumulated earned leave, study leave and sabbaticals 


Indian labour laws require certain minimum amount of 
casual leave, earned leave and sick leave to be provided 
under employment contracts. Questions of carrying them 
forward, combining them and giving the employee cash 
compensation for leave facility not used are all customarily 
covered by standing orders and there are wide differences in 
the way it is handled. The important point to note here is 
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that the average employee is not really keen to use his 
leave facilities except perhaps the sick leave. He would 
rather cash them and a preferred option would be to cumu- 
late them till the end of service and cash them all in. 
Employers have tended to encourage at least a minimum of 
vacation and carry forward the balance, subject to a certain 
maximum. The facility to cash in cumulated or unused leave 
is now customary. | 


(d) Assignments abroad 


In recent years, in professions related to health services, edu- 
cation, IT, as well as engineering or administrative services, 
it has become an added attraction to be able to go abroad on 
assignment for limited periods of months or years and be 
able to return to the same organization. Some state govern- 
ments have passed rules permitting periods of overseas 
assignments after certain minimum periods of service. A 
non-profit organization would do well to facilitate such 
assignments rather than try to restrict them. The employee 
would look upon the facility as an added attraction for the 
job. 


It may well be worth the price for the impact on employee 
morale, even if it requires special attention to minimize pos- 
sible disruption to the normal functioning. 


Providing for study leave facilities as well as sabbaticals 
(after a specified period of service) is beneficial to both the 
employee and the employer. It enables the employee to 
upgrade his skills or knowledge or both and the quality of his 
services may improve. 


Depending on his inclinations, he may use it as an opportu- 
nity to earn an extra large income abroad somewhere and 
not learn much. It is not critical, The facility is available and 
it is an extra attraction to the employee. 
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(e) Medical assistance 


Indian laws provide for the employer to contribute to the 
’ Employee State Insurance Corporation scheme. ESIC has its 
own medical staff and hospital facilities. The scheme covers 
the non-supervisory personnel. Most employers consider 
their obligation over with this contribution. The supervisory 
and management staff are not covered. Unfortunately, the 
quality of service provided by the ESIC is not satisfactory. It 
would be a great attraction if the employees of all categories 
of a non-profit organization are covered by a group insur- 
ance scheme for medical expenses. Such schemes are avail- 
able commercially. Hospitals could cover the employees 
through their own facilities except in case of requirements of 
specialized assistance. Even in such cases, it would help to 
nave insurance cover for employees and families. 


(f) Lunch and mid-morning or afternoon refreshments 


Many employees, if they are not living on the premises, will 
find it a time-consuming effort to go outside for coffee, tea 
breaks or lunch. I was amazed to find a hundred-year-old 
social club in which most employees were on one of the two 
shifts, 7 a.m. to 2.30 p.m. and 2 p.m. to 9.30 p.m. There 
were no decent facilities in the neighbourhood. Requests by 
the employees for a canteen continued to be ignored or 
turned down. Meanwhile the employees made it a practice 
to walk through the kitchen during lunchtime, catering to 
the,members. Every year the members wondered why the 
cost of their lunch was so high. One or two of them wanted 
to post security guards in the kitchen to make sure there was 
‘no misuse’ of provisions. It took a great deal of effort to 
convince the managing committee of the club to provide 
lunch facility for the employees. The difference it made to 
the employees’ morale and to the cost of members’ lunches 
was remarkable. 


One or more of these perquisites should be seriously 
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considered. They enhance the job attraction for the 
employee in spite of actual salaries being lower than the 


going rates. 


13.4 Get professional advice 


Finally, an experienced professional consultant can contrib- 
ute a great deal to the setting up of employees’ salaries and 
compensations pattern. 


13.5 Sources of manpower 


We have discussed the possible ways of making the service 
in non-profit organizations more attractive. 


This is important since competing on salaries at going 
market rates is hardly feasible. But in institutions that have 
gone semi-commercial it may be possible to actually compete 
with the market for special skills. This is particularly true of 
professional teaching institutions. Many of these have been 
riding a boom and generating adequate income to be able to 
afford the market rates. However, it is clear that finding the 
appropriate personnel is not easy. Recruitment at the higher 
levels of professional competence or administration could be 
targeted from certain specific segments. Some of these are 
identified. 


I. There is a section of persons who feel that they have 
worked hard and long; and earned enough, and 
would now like to do some ‘good’. In the US this cat- 
egory of persons form a substantial proportion of 
‘Voluntary workers’ at various non-profit organiza- 
tions. In India the concept of the voluntary worker is 
still to catch up. However, the ‘let me now try to pay 
my debt to society’ motivation does generate a 
number of persons who are available at salaries that 
the non-profit organization can afford. These are 
usually persons in the age group of late fifties or even 
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early sixties, but have considerable service potential 
in them. 


9 Defence service personnel, particularly of the senior 
officer category are often available in the market 
after retirement. They are well trained, usually in 
ood health and with a strong sense of discipline. 
Carefully selected, they can be a useful source for 
responsible positions. | 


3. Voluntary retirement schemes (VRS) are quite 
common these days. Commercial organizations in 
their attempt to reduce staff provide attractive retire- 
ment plans for employees at the higher age groups. 
These schemes work well since many of them are sat- 
isfied with a lower than market rate of compensa- 
tion. 


Finally, it must be said that in hiring for a non-profit organi- 

zation, the emphasis should be on commitment to the 

‘cause’. If that is not possible, hire for the right ‘attitude’. 

Skills can be developed through. training, but attitudes are 

more difficult to change. Hire for attitude and train for compe- 
tence! 


14 


Human Relations Management 


14.1 Interacting with groups of people 


All organizations are required to interact with people. In 
commercial operations, the groups of people involved are 
internal to the organization, namely the employees, and 
external to the organization, the shareholders, suppliers and 
the general public. 


We mentioned earlier that ‘winning product or brand loy- 
alty’ sums up the focus of the relationship with customers in 
commercial operations. Winning employee loyalty as a con- 
cept is a more recent development. Relationship with the 
employee has undergone revolutionary changes in our times. 
No employer today looks upon the employee as another 
piece of equipment from which he can extract maximum 
productivity. The days of Charlie Chaplin’s ‘Modern Times’ 
are long over. Starting with companies like IBM, employee 
relations have become more and more focused on ‘respect 
for the individual’ and the development of the employee to 
the maximum of his potential. 


Over the decades, the shareholder also came to be recog- 
nized as having the right to know the full facts, and be 
protected against deliberate manipulations of accounts or of 
the trading in the share market. Many companies have 
set up departments in charge of shareholder relations. A 
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commercial organization’s relationship with the public is 
considered important enough for many of them to have a 
significant PR budget and departments handling them. 


In many areas of business such as manufacturing or distribu- 
tion, the relationship with the supplier has tended to 
become closer and based on the understanding of the mutual 
dependence the need for and optimization of the relation- 
ship. Large companies like General Motors have special 
functions where they honour the ‘best suppliers’. Concepts 
such as JIT (just-in-time) in inventory control cannot work 
without a closely integrated relationship with the supplier. 


14.2 The non-profit organization’s human relations 


A non-profit organization has to deal with groups very similar 
or parallel to the groups with whom commercial organizations 
have to interact. We will note the significant differences as we 
consider the relationship with each of the groups. 


In the internal group, the employees are the first concern. 
We have already noted that recruiting suitable persons is, in 
itself, a challenge for non-profit organizations. The problem 
of retaining them and getting the best quality service from 
them poses a continuous challenge for the organization. It is 
not that a similar challenge does not exist in commercial 
concerns; it does. However, the commercial concerns have 
three advantages. First, they have a wider market to choose 
from. Second, they will pay the going rates in the market or 
higher rates to get the right person. Third, they are not look- 
ing for commitment to the cause. Commitment to the com- 
pany policies may be considered very desirable, but that is 
something that can be developed or take f 


internal discipline. 
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The talk is all about “human resources development’ (HRD). 
Starting out as a minor off shoot of personnel management, 
it has now become a major function in many commercial 
organizations. Underlying this development is the recogni- 
tion that an organization is simply as good as its people. No 
one can hire ‘only the best’ and have to compromise by 
hiring average persons. Consequently, it becomes very criti- 
cal how to retain those employees who have already been 
hired and trained and how to enable them to provide the 
best service they can. Non-profit organizations have the 
problem just as acutely, or more so, as the commercial orga- 
nizations. 


However, with the growing concern of HRD over the 
decades, many practices have evolved and a great deal of lit- 
erature has been generated. This makes our task easier by 
looking at the various practices and recommending what 
may be appropriate for the non-profit operations. 


14.4 A point of caution 


Historically, the concern with the employees started out as 
employee relations within the major function of personnel 
management. A significant change occurred when the con- 
cept of ‘Human relations’ or ‘Human values’ came to the 
fore. Business leaders such as Thomas Watson of IBM! 
and Theodore Houser of Sears Roebuck2 contributed 
greatly to the idea that human relations is a major issue of 
policy formulation for a company. McGregor and the X 
and Y theory? played its part in promoting the concept. 


' Thomas J. Watson Jr, A Business and its Beliefs, McGraw-Hill, New 
York, 1953. 


* Theodore V _ Houser, Big Business and Human Values, 
McGraw-Hill, New York, 1957. , 


* Douglas M. Mcgregor, The Human Side of Enterprise, McGraw- 
Hill, New York, 1960. 
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Considerable debate took place over the decades and the 
modified concept of human resources development is now 
more widely used and accepted. It is not just a difference in 
terminology. It is a difference in perception. HRD viewed 
the problem of establishing a relationship of loyalty and 
mutual confidence between the employee and the 
employer. Current practitioners of HRD apparently tend to 
view the whole concept as one of ‘developing’ the 
employee, eliminating his weaknesses, shaping him to the 
particular corporate mould. One supposes that some HRD 
managers see a human as parallel to adding modems and 
lubricating operating parts of the equipment to make it per- 
form better. As mentioned earlier in paragraph 13:2,non- 
profit organizations have specific disadvantages in handling 
its employees. 


Precisely for these reasons, non-profit organizations are con- 
strained to take a more ‘soft’ approach to human relations 
than commercial organizations. Besides, many non-profit 
organizations are necessarily ‘paternalistic’ in their mission. 
They are increasing the welfare of a chosen segment of 
humanity. It becomes something of a contradiction if they 
do not extend some of the same paternalistic attitude to 
their employees. On the other hand, they cannot be too soft. 
Non-profit organizations like every other organization has to 
ensure that the human resources input into the system is 
adequately productive and in line with the cost. Handling of 
personnel in a non-profit organization is often more difficult 
than in a commercial operation. 


14.5 Significant practices and concerns that 
have emerged 


The emerging successful practices are quite well known, but 
not always followed. We will review them in the following 
paragraphs. In doing so we will try to keep in view the spe- 
cial characteristics of the non-profit organizations. 
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A. Recruiting 


Recruitment should be on an objective basis. There should 
be no weight given to friendships, prejudices or just habit. 
However, there are some factors to be considered. It has 
been our experience that good upbringing makes a differ- 
ence. Consequently, family background is a factor not to be 
ignored and the institution attended by the candidate is as 
important as the academic record. Leadership or ability to 
work in a team is often demonstrated by the extra curricular 
activities. These need to be given appropriate weight in the 
selection process. Unfortunately, in recent times, in India as 
well as many other countries, the growing tendency has been 
to put too much emphasis on academic record and qualifica- 
tions. We have developed competitive written tests for 
everything without taking into account the actual require- 
ments of the position. The value of such tests is also quite 
diminished by the existence of ‘coaching’ for all known tests. 


As the years go by, many executives develop what they call 
an ‘ability to judge people’. Experience suggests that there is 
no such thing. The so-called ‘judgement factor’ is a myth. 


Similarly, many non-profit organizations resist specifying a 
job description for each position. They do not have any real 
valid excuse. A job description is essential to ensure that the 
recruitment is based on an understanding of the require- 
ments of the position. Selection of the ‘most suitable’ person 
for the job as described is easier than just looking for general 
ability. Even in service, it is best if the employee has a clear 
idea of what services he is to render and the employer is 
aware of what the employee is supposed to do. 


A sample job description is given in Appendix I. 


An objective evaluation of the candidates should take into 
account not only their academic qualifications and experi- 
ence, but also the additional factors. These include the 
family background, quality of the institution in which they 
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received their education; the record of extra curricular activi- 
ties. Most important, the basis for evaluation should identify 
any special qualities required by the candidate in terms of 
the job description. For example, if the position requires 
continuous interaction with the clients or the public, a 
proven extrovert is obviously at an advantage. If the position 
requires handling cash, meticulous but fast handling of num- 
bers would be an advantage. 


A selection committee of three or four persons is probably 
ideal. Each member should be asked to rate the candidates 
independently and the ratings reviewed at the end of each 
interview. We have included a sample candidate rating sheet 
as Appendix II. | 


Two other points require consideration. First, in India as in 
many other countries, particularly those with a pool of ‘edu- 
’ cated unemployed’, it is almost impossible to avoid ‘recom- 
mendations’. Some organizations do take the position that a 
recommendation will disqualify the candidate. However, we 
do not consider this the best approach neither do we not rec- 
ommend it. Good candidates are always in short supply. 
Besides, it is often useful to find out how well the person 
who recommends knows the candidate and in what context 
and how familiar he is with the past record of the candi- 
date’s performance. One way to approach this problem is to 
ask the person who has made the recommendation to 
respond to a ‘reference’ form as in the case of references 
given by candidates. 


Secofid, it is customary to ask for references. Hardly any- 
body in India ever gives a bad reference or a discouraging 
one. Often it proves only one thing - the candidate knows or 
has managed to persuade a couple of persons to write nice 
things about him. However, the reference may be of some 
value in the selection process if the reference is requested in 
a structured form. A suggested format is included as Appen- 
dix III. 
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B. Using the probation period 


In India it is customary for most employers to use a ‘proba- 
tion period’. Appointments are for a period of probation, 
usually six months. Probation is extendable though labour 
courts frown on long or repeated extensions. These should 
be avoided. Probation is a trial period and should be used as 
such. If a manager or supervisor cannot evaluate the perfor- 
mance of an employee in six months time, there is some- 
thing wrong somewhere. We have two recommendations. 


First, the period of probation should be used as a period for 
testing the employee and conscious effort should be made 
for recording his/her performance on a weekly basis. Second, 
the period should be used to give the employee some special 
assignments to evaluate his/her performance. The employee 
in turn should be advised to decide within six months 
whether he is able to identify with the organization. At the 
end of six months if the employee is not found satisfactory, 
he/she should be relieved. Non-profit organizations tend to 
be ‘over sympathetic’ to employees performing below stan- 
dard. Such sympathy is usually misplaced and does not ben- 
efit either the organization or the employee in the long run. 


When an employee completes the probation period he auto- 
matically becomes permanent unless probation is extended. 
Getting rid of a permanent employee continues to be diffi- 
cult under the laws in India. Consequently, employers have 
to be conscious of the probation period, and make positive 
use of the period to evaluate the employee’s performance. 
They should also ensure that the probation period is clearly 
mentioned in the appointment letters. 


C. The development process 


No employee can serve an organization for a length of time 
without showing some development; positive or negative! 
The challenge before an executive or a manager is to ensure 
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that the development is positive, progressive, and in tune 
with the employee’s capabilities. 


Many executives, particularly in non-profit organizations 
dealing with human development, tend to take the approach 
of ‘correcting the employees’ weaknesses’. That is a good 
approach for a schoolmaster, not an executive. The school 
does not know what the child would become after his school 
years are over. Hence, there is a case for making him or her 
development as ‘all round’ as possible. By the time the 
employee is at work he is fairly well set in both his strengths 
and weaknesses. Correcting his weaknesses, unless they are 
damaging the general morale and discipline, is a waste of 
time. 


If they are seriously damaging the general morale of the 
organization, as for example chronic late coming, the 
employee should be warned a couple of times and then 
discharged from service. If it is a chronic problem it is 
likely to remain uncured. On the other hand, the 
employee may have a genuine problem. It would be more 
humane to find out what it is and see if there is a feasible 
solution. 


The emphasis of the organization should be on encouraging 
the employee to grow in the areas of his/her strength. The 
non-profit executive need to learn the techniques and prac- 
tices of appraising an employee’s performance, scale up his 
talents and skills, enrich his job content and scale up the 
demands on him. 


It is not unusual to take a very narrow view of ‘develop- 
ment’. Certain skills are required for certain jobs. The idea of 
development is not just to enhance such skills. It is to pre- 
pare the employee for a long-term career in the organization. 
For example, assume that a word process operator has excel- 
lent skills in speed and accuracy. Many systems today have 
automatic spellcheck and grammar check and make life 
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easier. Development is to be considered beyond enhancing 
the person’s speed level. It may be that one can be trained to 
draft routine letters. Or one can be trained to be an ‘in- 
ternet’ operator. One could be given simpler tasks along 
these lines gradually developing him/her to handle complex 
‘self-generated’ correspondence in due course. 


Performance is what an employee has to be evaluated on. 
However, potential is something to be assessed and taken 
into account in building a development programme for the 
employee. On the other hand, it is also a common mistake to 
_ pick out so-called ‘winners’ and bet on them. There are orga- 
nizations continuing to do this. The winners are continu- 
ously evaluated at every stage as they go up the ladder. 
However, the most common experience is that among those 
who show early promise, most do not reach the top. They 
burn out early. 


14.6 Succession planning 


This is one of the most difficult problems that an executive 
has to handle. The higher the position in the structure, the 
harder the planning becomes. Until the person actually 
holds a position it is almost impossible to foresee how good 
he or she is likely to be. 


There is enough literature on what the executive should not 
do. He must avoid the carbon copies of the executive he has 
to replace and also avoid the faithful assistant who had been 
the right hand. He will probably be a good right hand (first 
class staff man) for life. Avoid the crown prince unless he has 
been to war and has led the army in the field. A very 
detailed job description and the challenges facing the organi- 
zation in the next few years are a good beginning. Try and 
match the potential candidates against these for proven per- 
formance. Ask him how he would handle the expected prob- 
lems. It may be very satisfying to find a successor from 
within the organisation, but do not hesitate to look outside. 
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Avoid undue weight for seniority. After all that, be ready to 
accept that to err is human! Put him on probation.* 


14.7 Formal appraisal and counselling 


Formal systems of periodic appraisal of every employee and 
counselling them have not been too popular in India. Com- 
panies have used them and many continue to do so. Most 
Indian executives are happy to handout a compliment, but 
find it more difficult to point out areas of poor performance. 
A well-designed appraisal system can be a very effective tool 
in developing employee capability and improving perfor- 
mance. 


However, it must be borne in mind that it is the perfor- 
mance that is getting appraised and not personality. For this 
reason appraisal is meaningful only when it is against tar- 
gets; discussed and agreed between the employee and his 
supervisor. The employee should know what he is being eval- 
uated against. In many cases it is even better if the steps to 
be followed in order to reach the target are also agreed. The 
appraisal session then becomes a joint review of the plan 
drawn up earlier and drawing lessons from the review. The 
role of the supervisor is more like that of a coach. A sug- 
gested format for appraisal and counselling is included in 
Appendix IV. 


14.8 Interactions with other groups 


So far we have been dealing with interaction with the internal 
group of persons—the employees. There are the external 
groups to be considered. In an earlier section we dealt with 


‘ Some large, professionally managed companies in India, such as 
Hindustan Lever Ltd, use a system of identifying and paying spe- 
cigl attention to the development of ‘Fast trackers’. They claim 
tHat the system has been successful. While other organizations us- 
irlg fast tracking methods have reported disastrous results. 
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the largest of them all — the general public. It has the least 
nexus, but is the most important for a non-profit organiza- 
tion. In between there are other specific groups, not internal, 
but interested — with varying degrees of interest. We have also 
devoted a section to the most interested of these, the user. 


Among the interested groups, one of the most important is 
the ‘Board’. It is a group of people who are expected to 
guide, control and direct the organization. There may be two 
levels. A larger council or board may be involved only in 
long-term planning and policy matters. A smaller group may 
have an active role in the day-to-day operations. There may 
be varying degrees of actual involvement. This is a half in 
and half out situation and most boards tend to be that way. 
For the executives who are called upon to manage activities, 
the board is the one group requiring very careful handling 
and often becomes a major challenge. 


In the commercial world, there are few ‘Crony’ boards. 


The members are usually selected as representing major 
vested interests. They include major shareholders, the pro- 
moters and financial institutions, major lenders, persons 
with known management capabilities and familiarity with 
the technology, selected executives at top management level 
and perhaps one or more public figures. 


In recent years there have been several changes in the laws 
relating to the responsibilities of directors or board mem- 
bers. These almost compel a director or board member to be 
very alert as to the affairs of the company and its operations. 
This puts the part-time non-executive director at a disadvan- 
tage and there is in fact a general reluctance to accept nomi- 
nations to the board. By and large the member of a 
corporate board tends to take on an active role only in times 
of crisis. 


The non-profit organizations have different approaches to 
forming a board depending on the nature of the operation. 
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In an organization actively promoting a particular cause, the 
commitment to the cause is almost a prerequisite. Public fig- 
ures and professionals such as lawyers or public accountants 
may be drawn in if they are at least vaguely sympathetic to 
the cause. 


The ability to raise funds for the cause is a major consider- 
ation in advanced countries, but not in countries like India. 
Fund raising in developing countries is on a different basis. 
We will come to this subject in the next section on “Dona- 
tions and donor base’. 


In pure funding agencies, the attempt is usually to find trust- 
ees who will use good judgement in disbursing the funds. 
The original founders of the trust may have pet causes that 
have to be taken into account. But the funding agencies usu- 
ally find professionals to manage the organization and this 
includes the board of trustees. Organizations concerned with 
the welfare of its members hold internal elections to form a 
board. 


Trade unions in India and many of the developing countries 
have ‘outsiders’ as office bearers and members of the govern- 
ing body. Social clubs mostly have their members elected. 
Since the elections are seldom on the basis of a manifesto, it 
is a matter of personal popularity and manipulation is not 
unusual. 


The non-profit boards seem to generally consist of three 
types of members. First, there are the emotional sentimen- 
tdlists who are committed to the cause but quite impractical. 
They are usually associated with activist organizations pro- 
moting a cause. The second category are those who are seek- 
ing extra decorations all their life. This group looks upon the 
membership of a board as just another medal to wear. The 
third and dangerous variety are the self-seekers who are’ 
hoping to turn their membership of a board to a source of 
power for themselves, if not a source of income. 


412 e« Handbook on Management of Non-Profit Organizations 


In direct contrast to commercial organizations, the tendency 
for the non-profit board is to meddle. The board becomes 
too concerned with managing. They tend to drive the execu- 
tive out of his mind. 


The motivations are not always clear. The emotional ones 
who are committed to the cause, often feels that his or her 
commitment is the only true and real one, they are the only 
true believers. The decoration seeker is often only trying to 
assuage his own conscience and will support or oppose a sug- 
gestion only to hear his own voice. The self-seeker is often 
meddling with devious motives not easy to comprehend 
immediately. 


A non-profit organization needs a strong board, which plays 
its proper role. It is the guardian of the mission. It needs to 
appraise the functioning of the organization and provide 
guidance where and only if required. The members of the 
board may have to serve as fire fighters when required. 


A very significant role that the board can play, but does not, 
is to assist in networking a donor base; not so much collect- 
ing donations during such drives or donating from own 
resources, though these would be commendable. A board 
should be able to assist in setting up a network of support- 
ers. We deal with this subject in a later section on ‘Dona- 
tions and donor base’. 


Often on non-profit organization boards, the member- 
ships may be from nominations by sections participating 
in the project, but have varying interests. Such a board 
may have difficulty operating as a team. The members’ 
first loyalty is to their own section or organization. A 
strong chairperson is usually a good asset and can be of 
help in such situations. 


The state government of Tamil Nadu in India did try to 
enforce a rule that the same person cannot be on the board 
of ‘societies’ for more than six years. The attempt was to 
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break up self-perpetuating boards on charitable societies, 
clubs and other non-profit organizations set up as ‘societies’ 
under the Act. The rule provided that the member could 
return after one term for which he steps down. In spite of 
that, the degree of heartburn and uproar it caused among 
the non-profit organization boards was unbelievable. Old 
habitués, who had sat on the same board for decades, simply 
did not want to get off. Some were even willing to give up 
the tax-free status and change the legal structure so that they 
could stay on. 


Irrespective of the law, it is by and large a good idea for a 
board member to step down after every two or three terms. 
(Two terms if the period of the terms is three years and three 
terms if the period is two years). A board perpetuating itself, 
however good the individuals may be, is likely to forget the 
mission and see the operation as private principality, and the 
membership of the board as another medal. Such a provision 
for step down after six years should be written into the con- 
stitution from the very start. | 


44.9 The ‘uncommon employee’ 


The vast majority of employees, probably 85 or 90 per cent 
fall in the category of ‘more or less average’. This means that 
the bulk of the employees in an organization are mediocre. 
This makes life easier for the responsible executive and the 
top management. The ‘common man’ is fairly predictable 
and‘is much easier to handle or develop. Once in a while a 
non-profit organization finds itself with an ‘uncommon’ 
employee on its staff. Sometimes he or she has landed up in 
the organization because of a strong sense of idealism. 
Often, it is because the non-profit organization seemed to 
offer an environment conducive for professional excellence. 
(Particularly true of doctors and teachers). Very often they 
could be looked upon as ‘high flyers’. Unfortunately, they 
also often turn out to be highly individualistic, perhaps 
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difficult to discipline and reach their levels of ‘unsuitability’ 
early in the game. This does not apply to their potential 
levels of professional competence. This sort of situation 
is difficult to handle since the employee is obviously valu- 
able, but he refuses to fall into the image of an ‘organiza- 
tion man’. The ‘uncommon man’ is a pain in the wrong 
places. | 


These problems abound in the commercial corporations too. 
Thomas Watson of IBM used to refer to them as ‘our wild 
ducks’. His famous management guidance on this problem 
was summarized in “You can try and tame a wild duck or 
shoot it, but can you ever make a tame duck fly?’ Most orga- 
nizations try to recognize them for what they are. A typical 
story goes about a sales manager who complained about a 
salesman who was reprimanded for not sending his report on 
schedule. He responded by asking the sales manager to ‘Go 
and eat your hat’. The manager took it up with the director 
and suggested disciplinary action. The director asked, ‘How 
is his performance?’ The sales manager, rather reluctantly 
said, ‘He is at about 250 per cent of his target’. The director 
responded, ‘In that case, I think you will be better off getting 
some digestive pills right away’. 


That is not to say there are no fences. In IBM, a high per- 
forming salesman could, as it used to be said, get away with 
murder. But if he ‘falsified’-one expense account and was 
caught, he got a ‘same day termination’ of services. Obvi- 
ously, the problem is to keep the wild duck flying, not away 
from the flock, but with it. Therein lies the challenge of 
excellent HR management.> Non-profit organizations 


> As a manager in the IBM organization, I had to terminate the ser- 
vices of the salesm~.1 with the top sales record for the country. He 
had overstated his trave: expenses by approximately 25 per cent ex- 
tra kilometres. Pleas to zive him one more chance by this writer as 
well as the then country sales manager were turned down. Each or- 
ganization has to define its own ‘deadly sins’. 


Human Relations Management « 115 


generally tend to shoot the wild duck since he does not fall 
in the generally accepted norms of conduct within the orga- 
nization. Some are tamed, partially, if the sense of identifica- 
tion with the cause is strong enough. Taming just enough 
without curbing the wild flying is the challenge. 


15 


Donations, Donor Base and 
Support Networks 


15.1 A perpetual quest 


The non-profit organizations suffer from perpetual hunger 
for funds. Unlike the commercial ventures, the non-profit 
organizations do not generate funds internally from opera- 
tions. To the extent that they do, the need for external sup- 
port is reduced; but never to zero. There is always more that 
could be done if the funds were available. Even the funding 
agencies could fund more if they had more resources. 


Let’s take the example of one of the oldest and most reputed 
colleges in India. It had once upon a time, been endowed + | 
a foreign missionary society. Originally the income from the 
endowment covered about two-thirds of the total expenses. 
The other one-third was more or less covered by the student 
fees with a small surplus for minor maintenance. No sub- 
stantial expansions were envisaged. No provision was made 
for major repairs or replacement of the superb buildings with 
which the institution was endowed. All went well through 
the early years, but with post-war inflation problems began 
to appear. New projects or expansions had to be taken up. 
These were funded by outside funding agencies. Salaries 
were subsidized by the UGC. However, after sixty years the 
superb buildings are beginning to suffer due to postponed 
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repairs. Even the old tube wells supplying water all these 
years have dried up. One of the finest campuses in India is 
beginning to look like a decaying village. 


The college has from time to time taken up donation drives. 
Funding agencies have been found to be quite willing to 
donate to new projects, particularly for buildings, or capital 
equipment. Interestingly, the alumni also respond to such 
appeals for funding new projects. Endowments for prizes or 
scholarships to commemorate a name are also not too diffi- 
cult to collect. But, it becomes difficult to generate interest 
in such mundane propositions as repair and maintenance. 
The need is for general purpose funds or non-specific funds 
and these are the most difficult to generate. 


45.2 Economics of fund raising in India 


We have foundations that have been set up by the big busi- 
ness houses. In many cases the business houses extend sup- 
port if necessary. However, by and large the pattern is that a. 
one-time donation is endowed. The income from the 
endowed funds and whatever is generated from the opera- 
tions should then sustain the activity. If funds are short, 
one-time donations are raised again. | 


Traditionally the non-profit organizations have depended on 
high net worth individuals or corporations. The donations 
are usually solicited after establishing a ‘tax exempt’ status 
for the organization, having procured the necessary certifica- 
tion.-Lhis enables the donor to deduct such donations to the 
organization from his or their taxable income for computing 
the final tax to be paid. The response is always better since 
the government is in effect bearing a part of the donation. 
The proposition of making such donations with associated 
publicity and public relations had a great deal of appeal for 
the very rich individuals or large corporations during the 
high tax regime in India for the first forty years of independ- 
ence. 
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In fact, the high tax regime with ceilings on salaries made it 
almost impossible for most private individuals to make any 
substantial donations irrespective of the nature of the cause. 
The proportion of savings available was too low. Donations, 
even if tax deducted, were financially hurting everyone 
except the very rich. , 


It was not surprising therefore that the alumni who though 
ecstatic about the wonderful old college were not willing to 
sign the pledges. In fact donation drives were often uneco- 
nomic in terms of net results considering the time, effort and 
expense. 


In recent years the non-profit organizations seem to depend 
more and more on foreign funding agencies. They try and 
raise enough seed capital to demonstrate their earnestness 
and support a project report to be sold to funding agencies. 
There are now professional brokers who assist in getting for- 
eign funding in return for a commission. 


15.3 More recent economic changes 


During the last decade several major changes have taken 
place. With liberalization came a reduction in the tax 
burden. There was also a substantial increase in the size of 
the urban middle class, particularly the ‘upper’ middle clas« 


A second development was the large exodus of Indians seek- 
ing job opportunities abroad. We often hear about the ‘brain 
drain’ referring to the high quality professional leaving for 
the US or other advanced countries. The drain included 
skills ranging from the purely manual (carpenters, black- 
smiths, welders) to the information technology profession- 
als. The result has been two sources of donations. First the 
expatriate Indian often referred to as the NRI (non-resident 
Indian) and second, the remittance receiving families of the 
NRI within India. 


A third significant factor is that the tax-free agricultural 
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‘income and concessions available to the rural community, 
(concessions such as subsidized or free power, lower interest 
rates) have resulted in creating a wealthy class of farmers 
and planters. Over so many years they have cumulatively 
benefited from the special tax status in association with 
rising agricultural incomes. This group has substantial sur- 
plus well beyond what they can spend on the conspicuous 
consumption that they tend to indulge in. 


These developments are reflected in some of the more recent 
successful collection campaigns. Some educational institu- 
tions, religious societies and non-profit organizations spon- 
sored by religious groups have been able to organize 
successful fund raising. 


45.4 What is a donor base? 


A donor base is a perpetual network of support for the 
non-profit cause. It is more than a periodic funding support 
for the organization. Consequently, it has also to be built up 
over a period of time and kept alive by constant contact. 


The success of such a project, of building a donor base, 
depends greatly on the extent to which the organization can 
make the donors identify with the institution and the cause. 
Fund raising with an established donor base should not be 
once in a blue moon ‘Don’t you remember us?’ It should be, 
‘Thank you for thinking of us and sending us the annual 
contribution again’. 


45.5 Constituents of a donor base 


The most logical constituents for the donor network are the 
beneficiaries of the operation. The non-profit organizations 
exist so that they can contribute to the well being of a group 
of persons. Those who have benefited should logically sup- 
port the activity. For example, alumni contribution forms a 
substantial portion of the total funding of many universities 
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and colleges in the US. In India alumni support has been an 
exception rather than a rule. As pointed out earlier, partly it 
is to be attributed to the low levels of net disposable income. 
To think of a regular contribution to an old school or college 
was unreal. There was no tradition of alumni or public sup- 
port to educational. institutions. The institutions were 
always supported by government or by wealthy donors who 
hoped to get a public recognition out of it. Non-profit chari- 
table organizations were looked upon as one-way conduits 
for the flow of support from the wealthy to the deserving. 
Do something in return was not the tradition. 


More recently, with the emergence of the NRI (and his 
family in India) as potential donors, appeals to alumni from 
their old institutions have been much more fruitful. The 
alumni of Institutes of Technology, Institutes of Manage- 
ment and Medical Colleges have been, relatively, very 
responsive. Alumni of liberal arts and science colleges, less 
so. One could assume that this is a function of the relative 
earning levels of the alumni of the institutions. 


Alumni of an educational institution, starting from trade 
schools to highly specialized technical institutions, are obvi- 
ous core groups for a donor network. All beneficiaries of the 
service of non-profit institutions are core groups. Orphan- 
ages, schools for handicapped, rural or village development 
societies are all in the same category. It is not the size of the 
contribution that is important but the spread and the conti- 
nuity. 


It is the identification of the beneficiary with the institution 
that provided the benefit which is the key to the donor base 
or support network. If they are enthusiastic and willing to 
talk to their neighbours and friends about the ‘cause’ the 
basis for a network is laid. They will need support, to be 
organized among themselves (the alumni) and to spread the 
good word about the mission. The parent organization 
should be able to provide such support. 
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45.6 Direct and indirect beneficiaries 


Every non-profit organization has got its beneficiaries who 
can be built into a supporting network over a period of time. 
This concept goes beyond alumni. From this network a 
donor base would emerge. To foster such a base would 
require a whole system to keep track of the beneficiaries and 
to keep communicating with the organization all their lives. 
This is true of educational institutions, orphanages, and 
medical assistance programmes. 


Generally none of the charitable hospitals have an adequate 
follow-up programme of keeping in touch with the beneficia- 
ries or their families. Actually a follow-up programme has 
other merits in keeping track of what happened to the 
patient after he had the prescribed treatment — did he or she 
complete the treatment regimen? In India it is not at all 
unusual for a patient to stop taking the medicine half way 
through a prescribed period, either because he or she is feel- 
ing better, or because it does not seem to have any immedi- 
ate visible effect. Thereby these institutions are missing on a 
real follow-up health care. They are also missing out on a 
very potential donor base. ; 


15.7 Anaction plan 


Building a donor base is a programme of long term hard 
work. It has to be based on the direct and indirect beneficia- 
ries of the services rendered by the institution as well as sym- 
pathizers who believe in the basic objectives of the 
ifistitution. The programme involves the following aspects: 


1. Continuing to keep contact with the persons by mail 
and periodically in person. 

2. Organizing the network into local groups using local 
leadership. 


3. Ensuring that the communication facility is two way 
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between the donors and potential donors on the one 
hand and the institution on the other. (This is much 
easier with today’s technology providing for web 
sites and e-mail.) 

4. Recognition to the donors and donor group leaders 
in the form of identity cards, certificates, special 
public acknowledgement should be considered where 
feasible. 

5. Outstanding donors or donor leaders can be consid- 
ered for membership of the governing body; if need 
be, as non-voting members. 


16 


Understanding Finance 


16.1 Finance 


An understanding of the significance of finance would 
greatly enhance the professionalism of an executive. This is 
just as true about the non-profit executives as in the com- 
mercial world. Many training institutions offer short 
programmes on ‘finance for non-finance executives’ and 
many corporations have such programmes developed inter- 
nally for their non-finance executives. In this chapter we pro- 
pose to present some fundamentals which non-profit 
executives need to be familiar with. 


It would be a truism to say that in the modern world all 
operations have to depend on the availability of finance to 
start up, to expand and carry on from day-to-day. If build- 
ings have to be built, machinery and equipment installed, 
these have to be paid for. These would constitute the 
long-term investments. In addition, finance is also required 
to pay for regular supplies of consumables, for energy 
(power), communications (telephone, postage, etc.) as well 
as the regular salaries and wages of employees. In commer- 
cial operations the government would expect its share of 
‘ncome in the form of taxes. Investors would expect a regular 
income from the operation, even if they may agree to retain 
a portion of income in the business. 
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16.2 Finance function in a commercial organization 


A commercial organization works towards maximizing the 
return to the investor. In other words, the investor envisages 
that the operations will generate a net surplus of funds 
accruing to him. The finance function becomes primarily 
responsible for ensuring this. The related responsibilities fall 
into three broad areas: raising funds, allocation of funds for 
various uses, and ensuring adequacy of funds to meet the 
needs from day-to-day. Before we go into the details of these 
responsibilities and their counterparts in non-profit opera- 
tions, we may !ook at the finance function in a non-profit 
organization. | 


16.3 Finance function in a non-profit organization 


Chart 1 on the next page is a schematic representation of the 
finance function in a non-profit organization, in this case a 
medical college, and a teaching hospital. 


16.4 Sources of funds 


As is shown in our schematic representation (Chart 1) the 
inflow of funds to the organization is from the following 
sources: 


1. Endowments 


These are usually for a specific purpose. Scholarships, prizes 
for special achievements are the usual purposes. Sometimes 
an endowment is for a chair in a subject, or for research in a 
particular area. From a financial management point of view 
the significant aspects of an endowment are that they are for 
specific purpose and that they are often endowed with the 
proviso that the endowment be invested and the earnings 
utilized for the particular purpose. They are restricted as to 
usage. 
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Endowments Donations Fees Loans Cash generated 
from paid 
ous 

Investments Working capital 

Cash 

Receivables 

Inventories Total funding available 
Interest 
income —— > 


: __ Salaries & 
benefits 
Debt 
= 7 Expenses 
Capital 
““ expenditures 


Building, plant, equipment, etc. 


Paid services 


Free services --- > 
Chart 1. Schematic Presentation of Funds Flow for a Medical Institution 


2. Donations 


Donations may be for specific purpose or general purpose. 
They do not usually carry the restriction that the original 
corpus must be preserved, and only interest can be used. 


3. Fees 


Here we refer to fees collected for academic training offered 
by the institution. Non-profit organizations normally tend 
to charge fees much below the cost of training, based on gov- 
ernment restrictions or other reasons. The educational or 
training activity of the non-profit institutions rarely breaks 


128 e« Handbook on Management of Non-Profit Organizations 


to need and timing are, by and large, under the control of 
the organization. 


4. Debt servicing 


If the organization has taken loans, the requirements of debt 
servicing have to be met. These include interest payment 
and return of the principal. The quantum and timing are 
covered by the loan agreement and there is usually very little 
flexibility. 


16.6 Two other aspects 


Two other aspects of the funding problems depicted in the 
schematic representation may be noted. First, all these 
expenses go towards generating the services offered by the 
organization. Of these services, a portion is free and repre- 
sents a continuous drain on the funds. The second portion, 
‘paid services’ is what results in an inflow of funds as indi- 
cated earlier in 16.4, item 5. 


The second aspect is a portion of the total funding marked 
off as ‘working capital’. This consists of minimum cash 
required to keep going (we discuss this in detail later) inven- 
tory and receivables. The last item is a portion of paid ser- 
vices for which payment is not yet received, but is expected 
with some delay. The reason for indicating this portion sepa- 
rately is to recognize that these three items will tend to 
increase as the operations expand. The consequence is that 
for the other necessary outflows less of the total funds are 
available. This important aspect of financial management of 
non-profit organization is often neglected. 


16.7 Returning to finance function in commercial 
organizations 


We noted earlier that in a commercial organization the 
finance function has three major responsibilities. These are, 
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raising the necessary funds; allocating the funds for various 
purposes and balancing the inflow and outflow of funds. 
(paragraph 16.2). We will now examine these in some detail, 
since very similar responsibilities exist in the non-profit orga- 
nizations also. 


A. Raising the necessary funds 


Depending on the availability from different sources, and 
the expectations of these sources, the finance executive 
becomes responsible for recommending the financial struc- 
ture of the organization. 


Funds could be available from owners, (shareholders, part- 
ners) or from lending institutions. Owners would expect a 
variable return commensurate with the risk that they visual- 
ize in investing in the particular operation. Their commit- 
ment is assumed to be indefinite and the return dependent 
on the surplus generated by the business. At the start of a 
business, a2 minimum of owner’s funds would have to be 
committed before lenders can be approached. 


The commitment of the lending institutions would be for a 
limited period. The period and the cost of loan funds, (inter- 
est rates) would be negotiated depending on the require- 
ments and projected ability to repay. However, the lenders 
would expect a firm commitment on their return, independ- 
ent of the profitability of the operation. 


Shoft-term requirements for day-to-day operations could be 
partly raised from banks. Other sources for short-term 
requirements of funds are dealers from whom advances can 
be taken or suppliers, who can be persuaded to wait for pay- 
ment. 


A commercial venture expects to generate funds from opera- 
tions. These have to be estimated and. projected as being 
available periodically. ‘The estimated internal generation of 
funds has to be balanced against the outflows that are 
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anticipated. Shortages would have to be met from external 
sources. 


Raising the necessary resources, as a function, falls into three 
areas of decisions on which the finance department is 
expected to advise the management. These are, the extent to 
which the organization can raise owners’ funds; the extent 
and the terms on which loan funds can be found; and the 
sources of working capital. 


B. Allocation of funds 


The finance function is also responsible for recommending 
the optimum allocation of funds. Investment in long-term 
assets such as buildings, machinery and equipment require 
careful allocation, balancing the expected return against 
commitment of funds.: 


Short-term working capital requirements have to be pro- 
vided for. In doing so, it becomes necessary to ensure that 
funds are available to meet the payments that become due. 
These would include payment to suppliers, contractors, 
wages and salaries, power, communications and taxes pay- 
able to the government. These are outflows and the available 
funds are reduced to that extent. Similarly, interest pay- 
ments have to be met on the agreed schedule. Funds for pay- 
ment of dividends or partners withdrawals have to be made 
available on time. Shortage of funds when they are required 
could not only be embarrassing, but also lead to legal prob- 
lems. 


C. Balancing the inflows and outflows 


Arising out of the two areas of responsibilities already 
described, is the third one of managing the inflow and out- 
flow of funds in such as way as to avoid embarrassment and 
technical bankruptcy. Even a viable and profitable operation 
can become technically bankrupt if it cannot find ways and 
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means to meet its bills on time. Maintaining adequate 
liquidity (availability of cash or bank balances at short 
notice) becomes a major concern of the finance function in a 
commercial operation. This is one side of the operation. On 
the other hand, when more funds are kept in ‘liquid’ forms, 
less is available for actual investment in the business and 
that reduces potential profits. The balancing of the need for 
liquidity as against maximizing the profits is a major skill in 
managing the finances of a commercial concern.” 


The actual minimum balances to be maintained depends on 
several factors related to the nature of the operations. How- 
ever, some payments such as salaries and wages cannot be 
postponed. Enough cash balances have to be maintained to 
meet such needs as they arise with predictable regularity. 


46.8 Similar functions ina non-profit organization 


The responsibilities of the finance function in a non-profit 
operation are not very different. There is a difference in 
emphasis. 


_A. Raising Funds 


Initial funding of non-profit organizations 1s usually by the 
sponsoring donor. The sponsors do not expect a return on 
-nvestment. This is a significant difference. The funds can be 
raised on a convincing ‘cause’ and not on the basis of 
expected returns. However, stating expected results in con- 
vincirig quantitative terms could often be a significant 
requirement for funding commitments. Commitment is 
almost always for an indefinite period. 


eee 


2 Many commercial organizations manage their cash balances 
based on a daily update of receipts and payments for the next week 
and month. This is apart from the standard monthly, quarterly and 
annual projections of cash inflow and outflow. 
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Loan funds are not a usual feature in the initial stages. Once 
established as an ongoing operation, loan funds can be 
availed of provided the ability to repay can be demonstrated 
to the lending agency. However, lending agencies are not too 
happy if the projected repayment is from donations. It is 
unusual, but we have come across instances where loans 
have been made available on such projections of expected 
donations. Two conditions have to be satisfied. First, the 
past record should show that donations have been a reason- 
ably steady and regular feature. Second, for documentation 
the loan would also have to be secured by fixed assets, pref- 
erably land and buildings. Sponsoring agencies have been 
known to provide loans at nominal rates of interest, particu- 
larly to cover unexpected over runs. 


Institutions having a regular income accruing from the day- 
to-day operations, such as hospitals or educational establish- 
ments, may find loan funds available for expansion or new 
projects. Specialized agencies such as Housing Development 
Corporations are willing to extend loans on relatively soft 
terms, but for specific purposes. Generation of a surplus 
after meeting all expenses is not a precondition for such 
loans, but the proven ability to generate enough cash flow to 
service the loan would be. (The difference is explained later 
on). 


It can be assumed that donations are the major source of 
funds for non-profit organizations. These may be one-time 
grants or recurring on a regular basis, for example annually, 
from donors who have made a commitment to support the 
operations. Endowments or grants which are to be invested 
and the income alone to be used, maintaining the capital 
intact, is also a common funding arrangement for non-profit 
organizations. 


B. Allocation of funds 


Generally, a commercial organization has options in its use 
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of funds. It may decide to own buildings or machinery and 
equipment or decide to rent or lease them. By doing so it 
restricts the immediate use of funds for creating long-term 
assets. It has also faster access to short-term funds from 
banks to cover shortfalls. 


The non-profit organizations have much less flexibility in 
the matter of allocation of funds. Funds are usually donated 
and earmarked for a building or a specific piece of equip- 
ment. Endowment income is usually earmarked for a specific 
activity or programme. Consequently, the finance function 
in a non-profit institution has very limited flexibility in the 
allocation of available funds. 


C. Balancing inflow and outflow in a 
» non-profit operation 


A non-profit organization does not have the same pressure 
to maximize profits. Hence, the managing of inflow and out- 
flow could be less of a challenge from day-to-day. This may 
very well be true in the short term. However, sooner or later, 
the question will arise ‘€ some of the idle funds could not be 
deployed to provide more or better service to whomever the 
organization is supposed to serve. But, the challenge to the 
non-profit finance executive in short-term cash management 
arises more from the inflexibility of his funds being “desig- 
nated’ or earmarked for specific purposes. We will be dealing 
with this area of problems or challenges in greater detail 
while discussing financial controls. 


wy 


46.9 Understanding financial statements 


All organizations, commercial as well as non-profit, report 
their financial status periodically as of a particular date and 
their performance as of a period, ending with that particular 
date. The principles governing such reporting are not very 
different for the commercial and non-profit organizations. 


However, there are differences 1n reporting practices as 
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followed by different organizations. Non-profit organiza- 
tions follow varying methods depending on the legal struc- 
ture. Many of them find it convenient to follow one pattern 
for internal reporting and reporting to donors and a different 
one to meet statutory requirements. 


In order to appreciate some of the discussion that follows, it 
is necessary that the reader should have an understanding of 
the basic accounting concepts and principles. Those readers 
who have not had any exposure to these areas may want to 
go through Appendix V: Basic Accounting Concepts. The 
Appendix may help to recall some of the concepts even for 
those who are familiar with them. 


16.10 Types of financial statements 


There are three kinds of financial statements that the execu- 
tive should be familiar with. These are: 


(a) The balance sheet; 


(b) The operating statement or profit and loss state- 
ment, and 


(c) The cash flow statement. 


It is useful to look at each one in some detail. 


The Balance Sheet 


Every unit or entity keeping accounts produces a balance 
sheet as of the last day of an accounting period. Such a state- 
ment is produced at the end of the fiscal year. 


The balance sheet presents a picture, as of that day, of the 
position of the entity in financial terms. Basically it consists 
of two sides. One side is called ‘assets’ and the other ‘liabi- 
lities and equity’. The assets side is a listing of all the 
resources owned by the entity. This includes cash, bank bal- 
ances, inventories (stocks of goods), land and buildings, 
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machinery and equipment. The other side titled liabilities 
and equity lists the amounts owed by the entity to outsiders 
under liabilities. (Such outsiders are referred to as creditors. ) 
Equity is the net balance of assets — liabilities. The funda- 
mental equation in a balance sheet is: 


Assets = Liabilities + Equity 


Assets and liabilities are reported in more or less the same 
way in the balance sheets of both commercial entities and 
non-profit entities. However in reporting of ‘equity’ there is 
a basic difference. In commercial or profit seeking entities, 
equity reports capital obtained from two sources; the capital 
contributed by the investors and the capital obtained 
through profit from the operations. Investors would have 
contributed money in return for stocks or shares in the com- 
pany. These investors are referred to as stockholders or 
shareholders. This part of the equity is referred to as the 
‘paid up capital’. The portion of equity that arises from the 
operations is referred to as ‘retained earnings’. A portion of 
the earnings from operations may be paid out as ‘dividends’ 
to the shareholders and the balance is retained in the busi- 
ness. This is referred to as retained earnings. 


A non-profit entity does not raise capital from investors. 
Therefore, there is no such item as ‘paid up capital’. They do 
not pay out dividends. All the net earnings (if any) are 
retained in the operation. However, this is not referred to as 
retained earnings, instead, the usual nomenclature is ‘net 


assets’ or ‘fund balance’. Though conceptually it is not dif- 
ferent from retained earnings. 


Many non-profit entities obtains capital contributions. 
These, if made as money, are referred to as ‘endowments’. If 
contributed in the form of goods or other assets, they are 
identified as ‘contributed plant’ or ‘contributed equipment . 
In any case it is essential that contributed capital should be 
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separately identified from operating capital. A separate state- 
ment of contributed capital is maintained. This type of capi- 
tal contributions for acquisition of assets or for endowments 
is not a feature of commercial operations and finds no place 
in commercial accounting. 


The summarized (rounded off to nearest 1000) balance 
sheet of a non-profit medical service institute is illustrative. 
It follows the ‘funds’ format often favoured by non-profit 
institutions. On the liabilities and equity side it uses the ter- 
minology of liabilities and fund balance. This is divided into 
four categories of funds. On top is the maintenance fund, 
which is basically working capital. The next category is 
endowment funds, specific to certain commitments such as 
scholarships, prizes, patient care, specialist chair, etc. The 
third category is special funds. These include department 
funds, staff welfare, staff retirement funds (provident fund, 
pension, gratuity, etc.). The fourth category is capital funds, 
which includes plant capital, fund for capital expansion, loan 
from a sponsor and development fund. It will be noticed that 
even though the investments are co-mingled, they are bal- 
anced against each category of funds. Since the endowments 
and the special funds are earmarked for specific purposes it 
is appropriate that the balance available in these funds 
should be indicated as being balanced by investments on the 
asset side. | 


The capital fund account is reduced by the same amount of 
cumulative depreciation as the amount of depreciation 
shown against fixed assets on the asset side. 


The logic here is that the extent to which the expected life of 
the fixed assets is reduced, the value of the original capital 
fund contribution by the sponsors is also reduced by the 
same extent. The presence of a depreciation fund account 
within maintenance recognizes the non-cash character of the 
depreciation as an expense and its availability on the assets 
side assuming there were no cash losses from operations. This 


X MEDICAL CENTRE 
Balance Sheet as on 31/03/2001 


Liabilities and Fund Balance 


Maintenance Fund 


Deposits-Contractors 234 
Bills payable 308 
Provision for expenses 126 
Grants recd. in advance 1,160 
Depreciation fund 10,985 
SS ae 
Subtotal 12,813 
Endowment funds 
(Sch. 01 to 06) 
Subtotal 10,004 
- Special Funds 

(Sch. 01 to 06) 
ee 
Subtotal 26,493 
Captial Funds 
Plant capital 44,196 
Less cum. depr.__19,769 

24,427 
Fund.for capital exp. b}13) 
Loan from a sponsor 275 
Development fund 2,928 
Subtotal 38,761 
TOTAL 88,072 
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Assets and Investments 


Cash & bank balance 
Prepaid exp. 
Accts. receivable 


Advances (Suppliers & 
Staff) 


Security deposits 
Inventory 
Investments 


Accrued Interest 
Subtotal 


Investments 
Accrued int. 
Subtotal 
Fixed deposits 
Investments 
Accrued Int. 


Accts. rec. 


Subtotal 


Fixed assets 44,471 


Less. cum. depr._19,769 


13,639 


Interest accr. 420 


Investments 


(In Rs 000s) 


1,454 
28 
1,585 


1,514 
Za0 
2.409 
5,470 
168 


12,813 


9,705 
299 


10,004 


5,500 
19,197 
762 
1,034 


26,493 


24,702 


14,059 


lie ad 


Subtotal 


TOTAL 


38,761 
88,072 


21 a lll 


particular type of treatment also arises from the notion that 
_ depreciation, as provided, should be considered as the recy- 


cling of a portion of the original capit 


al contribution, the 
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plant capital, towards replacement of assets. In strict finance 
theory this treatment would not receive universal approval. 
Other institutions transfer the amount of depreciation to a 
rehabilitation or replacement fund. 


The illustrated balance sheet is a summarized one. In prac- 
tise this particular institute indicates investments against 
each sub-item within each of the categories of funds. 


Operating statement 


We have mentioned above that a balance sheet presents the 
financial picture of the entity as of a point of time. As 
against this concept an operating statement summarizes the 
operations of the entity over a period, describes the events 
that have taken place between the balance sheets and the 
reason behind the changes in the balance sheet. 


The operating statement starts with ‘revenues’. They are 
increases in equity associated with the operations during the 
period. Revenues arise when an increase in assets is not 
accompanied by an equivalent decrease in another asset or 
an equivalent increase in liabilities. From the revenues 
expenses are deducted. Expenses are decreases in equity 
associated with operations during the period. They represent 
decreases in assets with no equivalent increase in another 
asset or an equivalent decrease in liabilities. 


The operating statements usually follow a vertical format in 
commercial ventures. But some of the non-profit organiza- 
tions follow a horizontal format for the operating statement. 
For a simple vertical format the reader may refer to Appen- 
dix V. The net income, that is, revenue less expenses is the 
key figure for commercial operations. 


Some of the non-profit organizations show expenses as 
incurred by each department or activity and matches them 
against the income from that particular department or acti- 
vity. In addition, where service has been rendered on a no 
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ss es 


charge basis, for example, in hospitals, the free work is 
shown in the same format along with income. Example of a 
reporting design which is very informative is as follows: 


Operating Statement of X Medical Centre 


Expenditure Income 

Departments Salaries Other Total Cash Free Dept. Total 
te, se lee Ar 
Clinical 
Departments 
1. Medicine 923 6 929 481 146 5 - 632 
2. Surgery 929 99; OS) 433 828 16 1387 
3. Ophthalmology 687 448 1055 1308 41 12 1371 
4. Allied health Xxx yyy ZZZ aa bb ~~ ccc 

depts. 
5. Diagnostic 

services etc. 


jhe Ee a ere 


The point here is that the cash income needs to be matched 
against the total expenditure to arrive at the profit/loss from 
operations. Recognizing free work as income assumes that a 
subsidy is assured. | 


The grants and donations are brought in at the end of the 
statement as ‘other income’. In a commercial statement this 
would be treated as ‘non-operating income’. The donors or 
sponsors are able to read the ‘free work’ by departments or 
services from the statement . 


Depreciation figures are shown in the ‘other’ column in the 
expenses. In most commercial operations and many of the 
non-profit operations, depreciation being a non-cash 
expense, is added on to expenses at the end as one single 
number or a group of numbers. (Buildings, machinery, 
equipment, etc., being separated.) From a management 
point of view there is merit to this treatment since manage- 
ment can immediately identify the non-cash expenses. 


9 
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Special aspects of non-profit accounting 


A. Revenue 


Some aspects of revenue accounting are to be noted. First, as 
seen above, is the accounting of free work as revenue equiva- 
lent. Though many entities take the total billing and deduct 
from it the ‘free or concession work done’ and arrive at net 
actual revenue. The suitable practice depends on the magni- 
tude. Where the free work is substantial and is supported by 
separate grants or subsidy payments, showing it as income _ 
equivalent has merit. While in cases where the free or con- — 
cession work is only a smaller proportion of the total work 
done and is generally covered by internally generated 
income, the deduction of a single lump sum is acceptable. 


A second aspect of sales revenue recognition arises when 
there is a gap between the actual service rendered (treatment 
of a patient), the billing cycle and the payments received. It 
is Customary in many hospitals to bill a patient at the end, 
when ready for discharge. However, many have started the 
practice of billing a patient at the end of every week. The bill 
is treated as payable only when the patient is discharged. It 
is a matter of choice as to how the billing is to be treated. 


A third aspect relates to membership dues collected in 
advance. This is another area of choice and decision by the 
management. Monthly dues present no problem but annual 
fees, if it overlaps two financial reporting periods, does pres- 
ent a problem. In strict terms they ought to be recognized as 
revenue over the two periods. On the other hand, if there:is 
no provision for any refund of proportionate membership 
fees, then the recognition of revenue when billed and 
received is justified. Handling ‘life memberships’ or those 
extending over several years paid in one lump sum are a 
more difficult choice. By and large, if there is no provision 
for refund. as an option by the member, it would seem rea- 
sonable to recognize this revenue when paid. If there is no 
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provision for return of the fees paid, carrying life member- 
ship, for example, as a liability on the books and recognizing 
income over many years (15 or 20) seems to be a lot of 
unnecessary bookkeeping. 


Some organizations get around this problem by treating 
advance membership dues, particularly life memberships, 
when they are very substantial, as ‘capital contribution’. The 
justification here is not theory, but practical consideration. 
It simply does not identifies such contribution as a part of 
usual income and provides a moral restraint on frittering 
away such contribution on day-to-day expenses. 


Pledges of future contributions are sometimes treated as 
income and set up as receivables on the asset side. This is a 
procedure of doubtful acceptability since such pledges are 
very rarely enforceable. It would seem better to treat pledges 
as income when they are fulfilled, for good accounting prac- 
tices call for incomes to be recognized only when they mate- 
rialize. 


Contributions and grants generate the biggest problem in 
matching the periods of revenue and expense. Good 
accounting practice requires that the period of revenue 
earned, and expense incurred to generate that revenue, 
should be in the same accounting period. In the case of 
grants and special contributions, they hardly ever do match. 


Research grants are usually received in advance. Subsidies on 
services, already rendered, may be received long after the ser- 
vice is performed. This is particularly true of government 
subsidies. Though there is merit in treating advance grants 
as a suspense item and recognizing income only when work 
has been performed and in proportion, many non-profit 
organizations treat such grants and contributions as income 
when received. In cases of delay in receipt of subsidies, 
‘acome is treated as having accrued at the time when the 
service has been rendered. 
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B. Endowment income 


Endowments often have a stipulation that the income alone 
should be utilized without touching the capital at least for 
several years. There is a common practice to assume a cer- 
tain return on the endowment below the going rates, and on 
that to plan the income to meet the purpose of the endowing 
agency. One very good reason is that the return may vary 
from year to year and it is a good practice to plan on a rate 
of available income a bit below the actually realized average 
income. The advantage is that an element of income equal- 
ization can be built. This would in turn lend stability to the 
expenses to be incurred. Logically this tends to stabilize the 
quantum of service envisaged by the endowing agency. The 
other advantage is that the value of the principal will tend to 
erode over a period of time due to inflation and consequent 
reduction in the value of money. One of the old well-known 
colleges has several scholarship and prize endowments 
dating back fifty or more years. But the current income from 
investments (fixed returns) of the original endowment is 
hardly enough to buy a token cup of coffee for the prize win- 
ners. In regard to recognition of expenditure, expenses as 
against cash disbursements, non-profit organizations gener- 
ally seem to follow the usual accounting treatment as in 
commercial entities. 


C. Depreciation 


Depreciation is a device for allocating the cost of an asset 
expected to render useful service over several years. Some 
non-profit organizations do not allocate this cost over a 
period, but treat it as an expense when the asset is acquired. 
This is not a good practice. There are instances where an 
asset is acquired through a loan. The debt service will 
include interest plus repayment of a portion of the principal. 
Some non-profit organizations follow the practice of writing 
off, every year, a portion of the value of the asset equal to 
the principal component of the debt service payment. This is 
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acceptable in cases where the repayment term is approxi- 
mately the same as the expected life of the asset. In such 
cases the entire debt service payment is written off to 
expense over a period. 


D. Donated and contributed services 


It is not customary to add a notional cost for donated ser- 
vices or cost contributed services at the going market rates. 
Any other treatment would only result in an identical 
increase in income (from donated or contributed services 
being available at low or no cost) and in expense. There is no 
net impact on net income. On the other hand if there is a 
material contribution from volunteers in providing a service, 
the service is being provided below cost. If and when the vol- 
unteers have to be replaced by full-time employees, the orga- 
nization may find that its costs have increased and it is not 
able to cover the cost from current income. It may be forced 
to raise prices or look for external subsidy. 


E. Operating capital maintenance 


During a given period, if an entity has income at least equal 
to its expenses, it can be said to have maintained its operat- 
ing capital or operating equity. Some non-profit organiza- 
tions consciously try to maintain their operating capital, 
others do not. Apart from poor management, this could 
happen for a variety of reasons. The goal of the non-profit 
organization is to provide service, and not make a profit or 
net income. Yet, if an organization continues to make loss 
year after year, it must eventually end up closing down or 
bringing in fresh donations. 


A non-profit organization may consciously step up services 
without increase in income, in order to bring down accumu- 
lated build up of operating capital. Others may be tied to a 
government subsidy programme where the emphasis is on 
spending all of what the budget has provided. These are sit- 
uations where the concern for maintaining operating 
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capital is secondary or non-existent. The approach of ignor- 
ing net operational loss for one or two years, assuming it 
can be made up in subsequent years, is a bit risky. The good 
years may never come. Spending habits are not easy to 


change. 


There are many non-profit organizations following a deliber- 
ate policy of trying to generate a net income to add to the 
operational equity. The justification is simple. They need the 
additional equity for adding to assets or even to replace 
assets at new prices under inflationary conditions. They have 
to either canvas additional equity from donors or rely on 
loans. Loans are seldom available to meet 100 per cent of - 
the value of a new asset. Therefore, to add to operational 
equity by generating net income it is necessary to plan 
accordingly. This is only possible in cases where the service 
being provided can be sold above cost to at least a substan- 
tial portion of the users. 


The pattern of reporting revenue and expenses by depart- 
ment or activity or programme has considerable merit, if it is 
possible to do it correctly. However, if this is to be done on 
the basis of ‘full costing’ including allocation of overheads on 
some basis or other, the benefit is often not worth the effort. 
We will discuss this question in the next chapter on ‘Costing 
and Pricing’. 


Cash flow statements 


We had earlier included the balancing of inflow and outflow 
of cash as a major finance function. An inability to meet pay- 
ments as they become due cannot only be embarrassing but 
may lead to legal problems. For executives with responsibil- 
ity for the longer term sustainability of a project or a 
non-profit operation, the cash flow statement is a very signi- 
ficant source of inforriation. In Appendix V on accounting 
concepts, an illustration is given in a simple cash flow state- 
ment. Projections based on the cash flow of past periods for 
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the future is what makes it an interesting tool for finance 
managers. 


KILPAUK MID-DAY MEAL SCHEME 
Cash Flow for January 2000 
and Projection for February and March 


Period 1 I] III 
Sources 
Cash and bank 10) 4,300 
Inventory 00 600 
Govt. contr. 5,000 
Bank loan 10,000 
Supplier Cr. 8,000 — 3000 
Int. not paid 100* 
Wages due 300* 
Non cash exp. 100 
Surplus from op. 100 
23,600 1,900 
Uses 
Equipment 12,000 
Inventory 2,400 
Increase in cash ~ 4,300 
Expenses 5,900 5,900 
Prior period dues 00 400* 
Total 23,600 6,300 
Net funds required | 4,400 


Wet fonds teqited a 


* Represents interest not paid and wages due from period I. 


Looking at the prior period (1) the projection for period I 
opens with a bank balance of 4,300. We have an inventory 
of 2,400 on hand, of which prior period experience shows 
that 600 may be consumed in this period. It is available by 
reducing inventory to that extent. On the uses or require- 
ments side, 5,900 is prior period expenses and needs to be 
provided for. Also, prior period payments are not made and 
if it is to be met in this period, amount to 400. Interest may 
be postponed, but wages certainly will have to be paid. The 
supplier was paid 3000 last period and a similar amount may 


. 
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be due this period. If nothing else changes, the net require- 
ment for the next period is 4,400. This is obviously an over 


simplified illustration. 


Cash flow statements also indicate the working capital 
squeeze often experienced by non-profit organizations oper- 
ating on a pricing system designed to just recover costs. We 
will be discussing this in a later chapter on ‘Pricing Princi- 


ples’. 


17 


Managing Investments 


17.1 The requirements 


Non-profit organizations face a special challenge in manag- 
ing their investments. Often they have property funded by 
the original promoters. Such property may consist of land, 
buildings and equipment. In addition there are usually 
endowments of various amounts, the income from them 
being earmarked for designated purposes. Specific research 
or development grants are also available as funds to be 
invested for income or for temporary safe keeping while 
being drawn down to meet the related expenses as they 
arise. Some non-profit organizations fund their legal obliga- 
tions to employees, such as gratuity or provident fund, by 
handing it over to external agencies such as Life Insurance 
Corporation or Provident Fund Commissioner’s Office. 
Many organizations do not, because self-financing of these 
obligations (pay as you go) would be cheaper by managing 
the funds internally. LIC computes the annual premium for 
gratuity liability based on projected retirement age of 
employees and a notional return on the premiums cumula- 
tively. In addition there is an administrative charge. In fact 
by investing the. equivalent premiums prudently, it is not 
difficult to reduce the total cost of gratuity benefit to the 
employer, assuming normal retirement patterns. Managing 
the provident fund liability internally gives the same 
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advantage. Market returns on investments are generally 
higher than the LIC notional return. In addition it is conve- 
nient for the employee to deal with the treasurer's office as 
against running around in government or LIC offices and 


greasing palms. 


All this puts the substantial investment funds as the respon- 
sibility of the treasurer’s office or the general administration. 
The magnitude of these funds is often very substantial. 
There are, for example non-profit organizations whose total 
funds available for investment could be of the order of Rs 50 
to 100 crore (500 to 1000 million). 


This is larger than the corpus of many of the newer mutual 
funds in India. Very often the funds may be designated but 
are co-mingled for investment purposes. 


Irrespective of the actual size of the funds, there are very few 
instances where specific guiding principles are laid down by 
the board or management. Rather, the boards tend to decide 
on investment on a situation to situation basis at board 
meetings. These meetings may take place only after a lapse 
of several weeks or months (three months is customary). 
Consequently, the organization could find itself sitting with 
large amounts held in short-term bank deposits, earning 
nominal interest or seeking advice from the banker. 


17.2 General principles 


The pattern of investment has to meet three basic criteria, 


A. Liquidity 
There should be enough liquidity in the system to meet day- 
to-day obligations. 


The outgo of cash is usually easier to predict. Mostly there is 
a pattern. Wages and salaries have to met on a monthly and 
weekly basis. Other bills ~ supplier's, telephone, wage and 
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salary-related legal payments (PF, ESIC, etc.) are predict- 
able. If construction work is going on, there is usually an 
agreed schedule of payment. If equipment has been ordered 
the delivery dates are known, at least approximately, and 
terms of payment (credit, discounts) are known early. A 
detailed projection of anticipated payments for three 
months on a weekly basis and for another three months on a 
monthly basis is not difficult. Many commercial corpora- 
tions use such forecasts. It is a good system for non-profit 
organizations to set up at an early date. ’ 


The inflows are usually more difficult to predict. Educational 
institutions have a pattern of collecting fees and are predict- 
able. Investment income is also predictable as to quantum 
and time. | 


Government or UGC grants are not dependable as far as 
timing is concerned. Sometimes they are held back expecting 
‘speed money’; sometimes by sheer bureaucratic lassitude. 
Grants from foundations can be usually predicted within 
reasonable time margins. ; 


Hospitals or medical services charging a fee for services ren- 
dered have a problem. Hospital outpatient departments or 
clinical services will generate cash on a day-to-day basis. 
However, the amount of cash receipts will depend on the 
number of patients taking advantage of the facilities. 
Weather, political disturbances, local calamities will all 
affect the turnout and the collections. Inpatients are often 
billed only at the time of their discharge. Most commercial 
hospitals have a weekly billing system. 


Depending on the matching of the inflow and outflow of 
cash, it is a general rule of thumb, to hold in current account 
or very short-term bank deposits, enough funds to meet a 
month’s normal expenses. However, this is a very general 
rule and each organization can decide, based on its particu- 
lar circumstances and experience, how much liquidity is 
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required for carrying on its operations without financial 
embarrassment. 


Since banks now tend to offer term deposits with facility for 
withdrawal at short notice without penalty, considerably 
greater flexibility is available for managing short-term invest- 
ments. 


B. Legal constraints 


Depending on the legal structure of the organization, there 
could be constraints. Many trusts have to confine them- 
selves to government securities or government guaranteed 
debt instruments. Some of the trusts having invested in land 
and buildings have done quite well on the rental income. If 
they have excess land, building commercial premises would 
proved to be good investments. ‘Societies’ registered under 
the Societies Act have more flexibility. 


‘Units’ issued by Unit Trust of India was a popular instru- 
ment for investment. As time went on other mutual funds 
also came to be assumed as a good media for investment. 
Some of the bonds issued by financial institutions such as 
ICICI or IDBI were also found to be rather attractive. They 
offered good returns and received high rating from the rating 
agencies. Similarly, bonds issued by government sponsored 
corporations or public sector companies were considered 
good investments. In cases where the non-profit corpora- 
tions were set up as companies they had even greater flexibil- 
ity. In the United states and UK, it is not unusual for 
non-profit organizations to invest in the stock market and 
some of them have done quite well. In India it is not very 
common. However, some of the educational institutions set 
up as limited liability companies are known to have invested 
in the stock market. Many of them have not done particu- 
larly well. 
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C. Safety versus returns 


Non-profit organizations generally tend to consider safety of 
the principal to be more important than the actual return. 
This is very correct. Funds provided for a ‘cause’ is not a 
suitable vehicle for anything that seems speculative. 


17.3 Recent developments 


During the last few years, several developments have taken 
place that make the task of managing investments more 
challenging that it had been. For many years, India had high 
and rising interest rates. Banks would accept term deposits 
at interest rates as high as 10 or 12 per cent. All public sector 
banks (and the majority were public sector with control in 
the hands of the government) were considered as safe as the 
government itself. Similarly, public sector companies were 
considered as safe as the government who held the majority 
shares. Deposits with them or bonds issued by them were 
considered very safe and offered returns of 14 to 17 per cent. 
Return on investment in UTI or ICICI or IDBI bonds could 
be as high as 15 or 16 per cent. 


Mutual funds claimed that they had investment manage- 
ment skills that could ensure better returns and the security 
arising from diversification. The fund manager's problem 
was simple. He had to choose from time to time the security 
with the best yield and ensure some diversification between 
various public sector company deposits, bonds and mutual 
funds. Only when these securities matured there was a prob- 
lem of reinvestment. 


This cozy atmosphere does not really exist any more. We 
may not see those days again for a long time to come. Inter- 
est rates have been falling. Term deposits have come down 
to 5 or 6 per cent. UTI has mismanaged itself into deep trou- 
ble and the returns are well below 10 per cent. It is not even 


‘ 


con fe’ investment any more. It turned out that 
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many mutual funds did not really have any special manage- 
ment skills and their net asset values have eroded faster than 
market averages. ICICI and financial institutions have been 
exercising their options (where they exist) to call in old 
bonds and issue new ones which yield closer to 10 per cent. 


17.4 Some consequences 


Fund managers must now anticipate the following difficul- 
ties: 

(a) Substantial decline in interest earnings. 

(b) Erosion of principal on investments in mutual funds. 


(c) Possible default on interest payments on fixed depos- 
its placed with public sector or other corporations, or 
bonds issued by them. Ownership or guarantee by 
government may provide ultimate safety but will not 
prevent default in the short run. 


(d) Possible default on principal of such fixed deposits or 
bonds when they are due for repayments. 


17.5 The job of the fund manager 


The person on whom the responsibility for the managemen* 
of the funds falls, irrespective of his title, has to now live up 
to the new challenges related to the consequences listed 
above. 


(a) The new funds manager has to keep in close touch 
with what is happening in the business world and 
market outside. He cannot simply rely on the advice 
given by the local bank manager or the stock broker 
any more. 


(b) He must assess the current available return on invest- 
ment with the assumed return for self-financing of 
legal obligations such as provident fund and gratuity. 
The same is true of pension plans where they exist. 
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(c) 


(e) 


These require regular deductions from salary and 
funding of employers’ contribution. 


An option of handing over the liability and the fund 
management to external funding agencies such as the 
Life Insurance Corporation is available. The differen- 
tial earned in interest and the rate offered by LIC 
made self-financing attractive at one time, but this 
differential may not be adequate any more. 


Similarly, if certain endowments have been made 
assuming a certain return, such as a ‘chair’ in an edu- 
cational institution, it is desirable to check whether 
the current yield on co-mingled funds is adequate to 
cover the original expectations. 


All investment in securities such as bonds, mutual 
funds must be kept track of in terms of market prices 
on a weekly basis and any drastic changes investi- 
gated. A weekly report to the head of the institution 
should contain as a minimum, the following items: 


(i) 
(ii) 
(iii) 
(iv) 


(v) 


(vi) 


Anticipated cash inflow and outflow for the fol- 
lowing week. 

Amount in short-term (< 6 months) bank 
deposits, by maturity. 

Other bank deposits. 


Company deposits by maturity date and pres- 
ent yield. Study and report on the finance 
paper's comments on the company’s latest 
financial report or market reports if any. 


Actual investment in bonds, public sector or 
private, projected yield, and current market 
price if available. 

All mutual fund units, original investment, 
current market value or net asset value as 
reported. 


} 
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(f) 


The head of the institution may then want to consult 
the executive committee or finance advisory commit- 
tee (if there is one) on any disturbing aspect of the 
weekly report. . 


In the changed circumstances the non-profit organi- 
zations may have a good case to consider appoint- 
ment of a financial consultant on retainer. A 
professional who is not a broker or a banker would 
have to be considered. 

It may be necessary to bear a loss at times in order to 
avoid a greater loss in future. Unfortunately the 
bond market is rather thin for many of the newer 
issues. 


18 


Costing Concepts 


18.1 Importance of correct costing 


It is very important for a non-profit organization to under- 
stand the correct cost of their product, be it goods or ser- 
vices. In cases where the organization is selling its product 
(we use the term to include both goods and services) the 
seller should know what the product is costing. We will dis- 
cuss this again in the next section on ‘principles of pricing’. 
Further, even if it is not selling, but giving free, it should 
know the cost for purposes of budgeting and reporting to 
donors and sponsors. The non-profit executive should have 
an idea of the concepts involved in costing a product. 


48.2 Different types of costing for management 
purposes 


Three different concepts are used in analysing costs for 
management purposes, to assist in making decisions. These 
are: 

(a) Full costs; 

(b) Differential costs; 

(c) Responsibility costs. 


We will discuss these in some detail. ‘Cost’ can be defined in 
simple terms as ‘resources consumed in order to produce the 


456 « Handbook on Management of Non-Profit Organizations 


product’. It is not too difficult to apply if the organization is 
producing only one single uniform product. However, com- 
plications arise when different products are produced, and in 
measuring the resources consumed in producing the differ- 
ent products. We will go into some of the basics of these 
complications. The costing systems can get very complex. 
Design of a costing system could involve decisions to be 
made by the cost accounting professional. The non-accounting 
executive need not go into the technical details of the system 
set-up, but should understand the significance of the output 
in terms of cost data. To that extent an executive without 
cost accounting background should be able to define his own 
‘need’ in terms of cost information. It is important also for 
him to keep in mind that the purpose of the costing exercise 
is to arrive at the best estimate of the cost of the products. 


From time to time the non-profit executive will come across 
terms such as opportunity costs, activity costs, etc. Some of 
these terms are referred to and explained briefly in the fol- 
lowing chapters. 


18.3 Important terminology 
A. Cost object | 


It is fundamental to the costing systems that the unit of 
‘activity’ to be measured should be clearly defined. In a hos- 
pital, for example, the activity of the institution could be 
measured in terms of a day of care, an admission, an event of 
illness, etc. In an educational institution, it could be in terms 
of a student, a course, a classroom hour, etc. The appropriate 
choice of unit of activity is a crucial decision. The unit of 
activity to be measured is often referred to in costing termi- 
nology as a ‘cost object’. Having chosen a final cost object, it 
will be noticed that a number of intermediate activities con- 
tribute to the final activity chosen as the cost object. For 
example in a hospital, a ‘day of care’ involves a range of 
activities such as diagnostic investigations, nursing care, 


Costing Concepts « 157 
laboratory tests, other ancillary procedures. Differences in 
the contribution of intermediate activities will result in dif- 
ferences in the estimate of cost of the final cost object. 


B. Cost centres 


Before being assigned to particular activities, costs are accu- 
mulated in ‘cost centres’. One may visualize a cost centre as 
a receptacle in which costs are being collected. Frequently, 
departments are treated as cost centres. However, in situa- 
tions where a department is large enough and has identifi- 
ably varied activities, it may be divided into more than one 
cost centre. 


} 
C. Mission centres and service centres 


Cost centres fall into two broad categories; mission centres 
and service centres. Mission centres are those which are 
directly rendering the service which the organization is 
supposed to do. Service centres are providing the support- 
ing services. In a hospital inpatient services or outpatient 
services would be mission centres while housekeeping, 
dietary services and laboratories would be considered ser- 
vice centres. 


D. Direct costs and indirect costs 


A cost accounting system also makes a distinction between 
‘direct costs’ and ‘indirect costs’. Direct costs are those 
which are directly related or can be traced to a cost object or 
to a cost centre. 


Indirect costs are those which contribute to more than one 
cost centre and has to be allocated to the different cost cen- 
tres. This is the first step. When all direct and allocated indi- 
rect costs have been accumulated at the cost centres, the 
service centre costs have to be further allocated to the mis- 
sion centres. (The service centre costs are sometimes referred 
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to as ‘overhead’ costs. Here we are more concerned with the 
concepts than the terminological differences). 


E. Allocation of costs 


The basis of allocation is invariably a compromise. For exam- 
ple on the one hand, the time actually spent by housekeep- 
ing staff can be used to allocate house-keeping costs to 
various departments. On the other hand, the actuai floor 
area in sq feet or sq metres of different departments is often 
a quite satisfactory basis of allocation. The cost of collecting 
and analysing data to achieve precision has to be matched 
against the benefit likely to be derived from such precision 
in actual allocation of costs. Several service centres often 
render service to other service centres and this may be mate- 
rial enough to require special attention. In such cases a 
system of ‘step down’ allocation is used. It involves the allo- 
cation of service centre costs to other service centres step by 
step as well as to mission centres. A simple illustration is 
given below. However, the basis for allocation has to be 
chosen for each computation with reasonable accuracy. 


18.4 Illustration of step down procedure 


Cost Centres Direct and Depre- _House- Catering ~_— Total 
indirect costs ciation _ keeping 


Service Centres 


Depreciation 100 
House keeping 25 15 
Catering 30 
10 10 
Mission Centres 
Inpatient dept. 1000 45 15 45 1105 
Outpatients 500 30 1S 5 550 


i a a seat 


It will be noticed that each service centre costs are allocated 
to the other service centres, who add their own costs and 
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allocate the total to the other service centres as well as to the 
mission centres. Finally all service centre costs trickle down 
to the mission centres. There is no ‘reverse’ allocation that 
takes place in this system. There is also no allocation of mis- 
sion centre costs to other mission centres. 


A much more ‘precise’ system involves reciprocal system and 
use of simultaneous equations. Unfortunately, with access to 
computers, cost accountants have tended to go overboard on 
this method. Otherwise, to solve simultaneous equation with 
more than three or four cost centres would be cumbersome 
enough to discourage most of them. We are not convinced 
about the usefulness or value of such high precision in esti- 
mate of costs, particularly for non-profit operations. 


In the illustration shown above, the two mission centres, 
inpatient and outpatient departments, are shown as final 
cost objects. This may not be true always. A mission centre, 
accumulating costs from various service centres, may itself 
be catering to more than one product. 


For example, a research department of a university may be a 
mission centre, but servicing several research projects. In 
such cases the cost of the mission centre in turn will require 
to be allocated to the different projects (which form different 
cost objects). The objective of the cost accounting process is 
to get as full an accumulation of costs as possible for each 
cost objects. 


48.5 Process costing versus job order costing 


While accumulating costs to arrive at the final costs, the 
institution is faced with a choice of two basic methods, each 
of which has several variations. In a manufacturing process 
where the output is uniform, or standardized, the process 
costing method is normally used. Costs are accumulated by 
mission centres over a period of time. This total is then 
divided by the total number of units of production during 
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the same period. The result is a good enough approximation 
of cost per unit. Manufacture of paper, fertilizer and cement 
are good examples where process costing is the norm. 


In job order costing the cost is accumulated by individual 
jobs. This is meaningful when the output is varied enough in 
terms of input of resources. An automobile repair shop or a 
specialized tool manufacturer would use job order costing. 
Labour, materials, supplies to be directly used for the job will 
be accumulated on a ‘job order card’. Costs are entered at 
actual rates including labour costs at an hourly or daily rate. 
All indirect costs are applied at a predetermined average 
‘overhead’ or ‘burden’ rate. 


Non-profit organizations can be found to be using both 
these methods. Most hospitals would use a job order system, 
accumulating costs on the patient card. In a school, it would 
be a more common approach to accumulate all costs over a 
year and divide it by the number of students to arrive at the 
cost per student. Variations may be introduced to identify 
the difference in costs between categories of students. 


For example, distinction could be made between nursery, 
junior and senior classes or between science and art stu- 
dents. Teaching these categories of students are then treated 
as separate processes and costs are accumulated on that 
basis. 


18.6 Complicating factors 


There are complicating factors here. Two of the more 
common complicating factors are: 


(a) ‘Relevancy’ of particular indirect costs. For exam- 
ple, the cost of a university research department spe- 
cializing in molecular chemistry may not be relevant 
to a programme of theatre or traffic management. 
Allocations have to be relevant. 
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(b) Defining direct costs. In defining direct costs prac- 

tices may vary. For example, salaries of a particular 

department may be treated as direct costs by some 

institutions. Others may consider all salary and bene- 

fits to be indirect costs, accumulated at a ‘personnel 

cost centre’ and allocated to the different mission 
centres. 


48.7 Standard costs 


Standard costing systems are a useful device in assisting the 
management to control costs. In simple terms standard cost 
is a ‘target’ cost for a product. If the actual is found to be 
substantially different from the target, it merits examination 
as to how it happened. The system calls for a predetermined 
cost to be estimated for each unit of product. This will take 
into account the cost of estimated direct material, direct 
labour and an allocated overhead. The overhead in this case 
would represent all indirect costs contributing to the produc- 
tion of the product. It is almost impossible to establish stan- 
dard costing systems without experience and resultant 
analysis of past or historical data. At the end of a period, the 
total output multiplied by the standard cost per unit is com- 
pared to actual total cost incurred in production. The useful- 
ness of a standard costing system depends on the ‘analysis of 
variance’ which would have to be used to understand why 
actual cost has varied from the estimate based on the stan- 
dard costs. 


Such variations between actual and estimated standard costs 
may be the result of any of the following: 


(a) Volume changes. More or fewer units during the 
period than had been anticipated in arriving at the 
standard costs. ; 


(b) Mix changes. A different mix of services than had 
been anticipated. 


162 e Handbook on Management of Non-Profit Organizations 


(c) Efficiency changes. Savings (or waste) in use of 
materials or labour. It is one of the most common 
factors which can be observed in the tendency to 
greater efficiency as a factor of volume; often referred 
to as the ‘learning curve’. 


(d) Price changes. In the prices of materials or of 
labour, not anticipated in the standard cost as esti- 
mated. 


It is possible that several variance factors are working in dif- 
ferent directions and to that extent neutralizing each other. 
An increase in wages may very well be offset by greater effi- 
ciency. The actual man-hours required may have been less 
than assumed for the purpose of arriving at standard costs. 
On the other hand a total increase in labour costs may be 
found to be accompanied by increased use of man-hours, 
resulting in three variances, one from cost of labour, another 
from increased man-hours used and a third from the combi- 
nation of the two. All this makes an analysis of variance a 
complex problem. 


A number of computer programmes are available these days 
and the calculation of variances is a simple matter since the 
computer will churn it out. However, the challenge to the 
manager or executive in charge is in understanding the 
nature of the variance and the controllable nature of it. Fur- 
ther, after every period, the question should be examined as 
to whether the standard cost assumed is still realistic. Any of 
the variance factors, if it represents a long-term change, 
would have to be considered and incorporated while estab- 
lishing the standard costs for the next period. 


18.8 Cost of capital employed 


Full costing must necessarily consider the cost of capital 
employed. Depreciation is an allocation of this cost over the 
assumed life of an asset. However, there are times when this 
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is not the only cost. Assume that a non-profit organization 
takes a loan on which interest is to be paid, in order to 
acquire an asset. The full cost of using the asset may be more 
than depreciation, and include the cost of the loan. Even in 
cases where the organization uses its own funds, there are 
those who would argue that the cost of the funds should 
include the loss of income which would have accrued if the 
funds had been invested in bank deposits or bonds. 


18.9 Differential costs 


The concept of differential costs is a very useful one and sig- 
nificant in possible applications for pricing products of 
non-profit organizations. We discuss this in detail in the 
next section. 


19 


Differential Costs. 


19.1 Usefulness of the coricept 


Full cost accounting is necessary to provide guidance on pric- 
ing, profitability analysis and establishing reimbursement 
claims where applicable. However, there are other areas of 
management decisions where the concept of differential 
costs is useful. These areas include problems where manage- 
ment has alternate choices available and can opt for one or 
the other. Some examples of such choices are, the decision to 
_ shut down a particular service or to continue; to contract out 
some services or provide them inhouse; expand or reduce the 
- volume of services offered; scrap or sell obsolete supplies or 
equipment. In such situations where choice has to be exer- 
cised, one of the key questions is the net impact on revenue 
and costs. Differential cost is an approach to measure that 
impact. 


19.2 The various types of costs 


In reviewing costing concepts, we came across the distinction 
between direct and indirect costs. In the context of princi- 
ples of differential costing we view costs in a different per- 
spective. We first divide them into fixed costs and variable 
costs. Fixed costs are those which may be assumed to be con- 
stant over a reasonable range of production and over a 
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period of time. Rent is often cited as a good example of a 
fixed cost. However, there are fixed costs which will remain 
stable over a range of production, but will step up (or down) 
when beyond that range. For example, if employees are being 
provided transport, a bus that will hold a certain number 
(40) of employees may be needed. If the bus is full and ten 
more are added, then a new bus would be required and the 
cost of the transport service to employees takes a step up 
which will hold stable for the next 40 employees. Another 30 
could be added in addition to the ten and the cost of run- 
ning buses will remain stable for that span, now up to 80. 
This is not at all an unusual pattern for fixed costs. They 
tend to remain fixed only over a certain range of activity. 


Variable costs are those which are usually assumed to be 
linear; increasing proportionately with the volume. An exam- 
ple would be cost of books and stationery if provided by a... 
school. It would increase directly in proportion to the 
number of students. Illustrated on a chart, the cost of books 
and stationery would be represented by a sloping line start- 
ing from zero point and moving north east along the chart. 
In contrast, an item of fixed cost could be represented by a 
line drawn parallel to the ‘X’ axis. In practice it will be found 
that many of the costs are of a semi-variable nature, and 
have a fixed element and an incremental variable element. 
Cost of utilities is an example. There is always a minimum 
charge for power or telephone. As usage increases the vari- 
able portion increases. 


Total costs should include all the four types of costs: fixed, 
step up, variable and semi-variable. For easy analysis it is a 
common practice to use the classification of fixed and vari- 
able costs alone. The fixed element of the semi-variable costs 
is incorporated into the fixed costs; and the variable element 
‘nto the variable costs. In situations where the range of activ- 
ity being considered is beyond the range of one step it 
becomes necessary to consider step up costs. For a range 
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within a step, or a given range of production, these costs are 
considered fixed. 


19.3 Break-even analysis 


The break-even analysis is a useful tool in determining the 
volume at which an organization or an activity such as a 
programme will cover the costs of a service or product at a 
given selling price. It starts with a fundamental equation, 
valid at the break-even level: 


Total revenue = total costs 
We may further break this into: 
Total revenue = Total fixed costs + variable costs. 


Expressed in simple algebraic terms, where p is the price and 
x the volume, px = Total revenue; fixed costs can be repre- 
sented by a; and variable costs by b per unit. 


Then we have the equation px = a + bx. If we know p,a and 
b then x can be derived from the formula. One can also look 
at this as the contribution to the fixed costs by each unit 
of x. 


In that case, x = a/(p —b). 


In making this type of estimate, there are underlying 
assumptions to be kept in mind. First, the analysis can only 
hold good for reasonable range of volume. Beyond those 
limits fixed costs will change and even variables may change 
substantially. Second, we are assuming linearity in the rela-— 
tionship between variable costs and volume. Third, we are 
also assuming homogeneity of the product. 
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19.4 Two alternate approaches 


Two approaches are commonly used to establish break-even 
points. One, is to take two levels of production, at the two 
ends of the range and establish total costs at the two levels. 
The difference between total costs at the two levels is then 
divided by the difference in the volume levels to arrive at the 
variable cost. Then the total cost is calculated at one of the 
two levels. The variable cost at that level is then subtracted 
to obtain the fixed costs. 


If the two levels are a and b and total cost has been found to 
be x and y; (y — x)/(b — a)= variable cost per unit. Now if this 
is z: x — az = fixed costs. Let us say the two volumes a and b 
are 200 and 300. The total cost has been found to be 10,000 
and 12,000. Then (12,000 — 10,000) divided by 100 gives 
the variable cost. In this case it is 20 per unit. Total cost at 
200 level, 10,000 — total variable cost, 4000 then gives the 
fixed cost at 6000. 


The second approach is to develop a scatter diagram of 
total costs at various levels from past data. A visual fit for a 
linear slope is usually adequate for estimation of break- 
even. From this line two points can be chosen for analysis 
as above. 


Alternately the line can be extended to touch the “Y’ axis at 
which point one can read off the fixed costs. Where the 
linear fit intersects the price line it is known as the 
break-even volume. Greater precision can be introduced into 
this process by substituting the line of regression or least 
squares in lieu of visual fit. However, since we are consider- 
ing reasonable estimates only, a visual fit is what is usually 
used and is considered adequate. 


Where there is no historical data available, the fixed costs 
and variable costs can be built up from its various compo- 
nents. The entire exercise of finding break-even volume can 
then be done from such numbers. In fact, for many new 
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projects, break-even volumes are determined on the basis of 
such calculations from zero base. 


Very often the assumption is also made that differential 
costs are identical to variable costs. This is not always true. 
Variable costs will include allocated costs and this introduces 
a complicating factor. While evaluating the possible discon- 
tinuance of a service, it is particularly important to recognize 
that variable costs may contain an element of cost which is 
not differential and will not go away by discontinuing the 
service. It will merely appear as an added allocation on some 
other departments. 


19.5 Out of pocket costs 


Companies in financial distress sometimes use the concept ° 
of out of pocket costs to arrive at a minimum price to offer a 
‘ customer for business needed desperately. Non-cash | 
expenses are ignored for this calculation. The most signifi- 
cant of non-cash expenses is depreciation. There may be 
other prepaid items being written off over a period. Some 
non-profit organizations have been known to estimate their 
costs on the same basis to arrive at a price for their service. 
The logic is that whatever capital investment has been made 
is for as long as the service can be provided. If the equipment 
wears Out, a new decision is called for, whether to continue 
the service or not. 


If the donors decide to continue, they will donate new 
equipment. This is a concept particularly useful in consider- 
ing projects which are expected to come to an end after a cer- 
tain period. Such projects are often referred to as ‘sunset 
projects’ meaning that the sun will set on them at the end of 
a period. 


19.6 Basis for options 


An analysis of fixed and variable costs of providing a 
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particular product (service) is a useful tool for examining 
options such as closing down a particular department or 
expanding it to cover full costs. A particular department may 
not be covering full costs. But, it may be found to be contrib- 
uting towards the overhead or fixed costs. This is an impor- 
‘tant consideration in arriving at the best option for the 
‘ department, given the particular circumstances. Ultimately 
the decision may have to be based on implications beyond 
costing. For example a target group may be depending on the 
particular service for their very survival. However, there are 
many situations where a loss making operation continues 
that way only because the cost implications have not been 
carefully examined. 


19.7 Graphic illustrations 


Appendix VI graphically illustrates the concept of fixed 
costs, step up, variable and semi-variable costs. The 
approaches described in paragraph 19.4 are also illustrated. | 


20 


Pricing Principles 


20.1 Some usual problems 


Non-profit organizations do not as a general rule price their 
services or products in such a way as to maximize the net 
return. On the other hand, their pricing may be targeted 
towards what the poorest of users can afford. Sometimes 
they are based on an external subsidy which has been prom- 
ised conditional to the product being priced at a certain 
level. In any case it is not unusual for non-profit organiza- 
tions to find themselves faced with a continuous loss on cer- 
tain products. It is also not unusual to find that those very 
products are making a contribution to the overheads and 
thereby making some of the other services lower priced. 


The options of discontinuing the service, or expanding the 
volume so that the impact of fixed cost can be reduced, are 
discussed elsewhere in this book. Our concern in this section 
is only how to arrive at appropriate pricing in case prices are 
reversed. 


Price is only one of the factors affecting the sale of a product 
or in different terms, its acceptability in the market. The 
other factors are the quality or appropriateness of the prod- 
uct itself, the distribution or delivery system and the market 
promotion. We have dealt with these other factors else- 
where. It was mentioned in that context that many 
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non-profit organizations do not recognize the significance of 
these other factors as much as they should. Here we review 
only the principles of pricing the product. 


20.2 Price takers 


It is not at all uncommon to find non-profit organizations 
pleading helplessness in matters of pricing. They take a posi- 
tion that pricing is market determined; which is the same as 
saying that it is determined by other organizations, 
non-profit, commercial or otherwise. However, this is usually 
a rather narrow perspective. 


Price, as mentioned above, is only one of the factors influ- 
encing the market. Apart from price, the quality, the cre- 
ation of awareness and the efficiency of the delivery system 
are all tied to the acceptance of the product (or service) by . 
the users. 


20.3 Different pricing bases 


A non-profit organization may be planning to launch a new 
service and would like to set the price on a basis other than 
‘what the market will bear’. Or it may be already in the 
market and wondering if they are under pricing or over pric- 
ing their product. In either case it is important to have an 
appreciation for the various pricing bases that can be consid- 
ered. We will briefly consider the following bases: 

(a) Full cost 

(b) Full cost plus 

(c) Market base 

(d) Inducement 

(e) Subsidy 

(f) Penalty 
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20.4 Full cost pricing 


Many non-profit organizations use full cost as a basis of set- 
ting the norm for prices. The rationale is fairly simple. 
Non-profit organizations are not set up to make a profit or a 
surplus. Therefore, there is no reason to price the products/ 
services at more than full cost. On the other hand, continu- 
ous pricing of products below the full cost will result in slow 
liquidation of the organization unless there are specific 
schemes of subsidy. Many of the programmes managed by 
non-profit organizations, such as sponsoring research for 
employers, health care for employees, are customarily based 
on full cost reimbursement. 


20.5 Full cost plus as basis 


Many non-profit organizations find themselves compelled to 
set prices to include an element of profit or surplus over full 
cost. 


The surplus is what adds to the equity or funding. Such 
addition to the equity enables the organization to replace 
assets and/or provide for additional working capital. Assets 
as they become worn out or obsolete, will have to be 
replaced. A combination of inflation and_ technological 
changes almost invariably results in the cost of replacement 
being higher than the replacement of the original equipment. 
A continuous build up of a ‘replacement fund’ -is almost 
unavoidable. In fact, the formulation of the policy regarding 
replacements and financing of replacement of buildings and 
equipment should be a matter of careful thought within the 
management of all non-profit organizations. If a replacement 
fund is built up over a period of time, the resources required 
for replacement can then be drawn at least partially from 
this fund. Often. we find non-profit organizations putting 
Out special requests to donors or funding agencies for a 
particular replacement requirement and there may be ade- 
quate response. However, this introduces an element of 
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uncertainty in the maintenance of the quality of service, 
which in turn, could depend on the quality or reliability of 
the equipment requiring replacement. The build up of an 
equipment replacement fund has much to justify it if it is 
possible to do so. 


Additional working capital requirements, partly due to infla- 
tion and partly due to expansion of activity is also a common 
phenomenon. Cost plus pricing formulae are an answer. 
Since many non-profit organizations do not recognize the 
cumulative impact of working capital requirements, it is 
useful to illustrate the problem with a simple example. 


Let us assume an organization is expanding its operations at 
a very conservative 6 per cent per annum. Let us also assume 
that the pricing is based on correct calculation of full costing, 
so that no net profit or surplus is generated. To all apparent 
purposes, the organization is rendering a service at cost and 
no loss is being incurred. 


Year I Year II Year III Year IV 
Total revenue 100 106 Lek2 118 
Total costs & expense 100 106 112 118 
Net income 0 0 0 0 


pabejin ni bcm vehi WLR OS AE TEE Es ie eer 


Now let us assume that there is a lag of exactly one month 
between billing and collection of payments. Costs and 
expenses have to be met the same month. The net cash flow 
is shown below. 


Year I Year II Year III Year 1V 


Total cash collections Shit G72 Se 108.2 
Total cash expenses 100.0 106.0 . 112.0 118.0 
Net cash deficit 8.3 8.8 ie) 9.8 


Here we are assuming only the impact of 30 days credit. We 
are not considering other inflationary factors on working 
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capital, such as cost of inventories. Total inventory require- 
ments to sustain 6 per cent expansion will probably be 
around the same rate unless there are strong measures taken 
to improve inventory turnover. Many executives are unable 
to see such a working capital crisis slowly creeping up, partic- 
ularly if there are funds in other accounts which can be 
diverted to working capital, usually as a loan, for example 
from replacement fund account. 


A third justification for cost plus pricing is that non-profit 
organizations, particularly in the area of health care or edu- 
cation, are often committed to support the user who cannot 
afford full cost pricing. Such users have to be subsidized. 
There may be specific donor arrangements to fund these 
requirements. However, one way to fund such subsidy is to 
charge the paying customers on a full cost plus basis. While 
this is obvious in the case of health care and education, the 
same principle is applicable to many other areas of service. 


Some non-profit hospitals have over a period evolved a 
system of varying prices based on the paying ability of the 
patient. One rational way to do this is to charge a higher rate 
for all services availed of by the patients using special ward 
facilities. Often these institutions end up with three rates, 
one for special ward, one for general ward and a third one 
involving partial write off. These are over and above the sub- 
sidized free patient. In our section on finance we noted the 
practice of some institutions showing free work as ‘income’, 
at full cost and matching the total expenses against such 
notional income. (This practice is useful to indicate to the 
donor agencies subsidizing the particular service, how much 
they need to budget for). 


There is justification for using a cost plus pricing formula, 
where the institution is catering to the client or customer 
who can afford; and they also have customers who cannot 
afford and have to be cared for. 
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Two points of caution are in order. First, full cost plus pric- 
ing cannot be independent of the market prices for equiva- 
lent or similar products. These must be kept in view as 
possible ceiling to the prices. Second, organizations adopting 
a full cost plus formula for pricing a product, perhaps for a 
segment of the market, should do a reasonable study of 
costs. Then from time to time they tend to raise prices based 
on index of inflation or just ‘gut feeling’. That will not do. 
Periodic or annual recalculation of costs of products is very 
essential particularly when the product range is quite wide. 
Otherwise, one may end up, inadvertently, having a system 
of cross subsidy between products and be unaware of it. 


An organization may have been set up with the purpose of 
making a product or range of products available to a segment 
of consumers at well below market prices. For example, we 
know of a trust set up specifically to produce ‘essential 
drugs’ and market them under generic names on a ‘cost plus’ 
basis. The “plus factor’ is kept at a bare minimum and the 
surplus that is generated is nominal. 


There is reason to be apprehensive about this operation in 
the long run. The surplus may probably be inadequate to 
sustain replacement of equipment, legitimate expansion or 
even normal growth of working capital requirements. 


20.6 Market-based pricing 


We have mentioned above that even in a situation of full 
cost plus pricing, it could very well be that market prices of 
similar products have to be kept in view. The conditions 
under which one could use the full cost plus formulae as 
compared to following the market, are not very precise or 
clear. Factors to be taken into consideration include market 
prices, price elasticity of demand, and incremental costs. 
Quality considerations and delivery systems would have to 
be considered for possible impact on differential pricing in 
the market. 
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Medical and educational services are examples of areas 
where market price may be a consideration, but not a deter- 
mining factor. Many of them will have a semi-monopolistic 
position due to location, specialization in product offered, 
quality, etc. Optimum pricing calls for very careful examina- 
tion of all these factors. 


Pricing based on the market need not be above full cost. The 
problem of pricing is easier to handle if the market price is 
already established above full cost. This is true, for example, 
of the essential drugs project mentioned above, where 
market prices are considerably higher than the full cost. 
There is some flexibility in such cases. 


The situation becomes problematic when competition (or 
legislation) forces the institution to set prices at market rates 
below full cost. Many colleges in India are in this situation 
where actual operating costs are well above the fees charged 
to the student, primarily as a consequence of government or 
university regulations. The question is how does the organi- 
zation cover its losses. Many professional colleges have 
taken the route of ‘self financing’. 


‘Self financing’ may be based on higher fees or on ‘capita- 
tion’ fees, a form of compulsory donation. Cross subsidy is 
also possible if one operation can subsidize the other. Medi- 
cal college can be subsidized by an attached hospital. Annual 
donations from committed donor organizations particularly 
for a specific campaign, for example, eradication of leprosy 
or immunization from polio, enables an institution to carry 
on a subsidized operation below full cost. 


In formulating the policy for handling such external subsidy 
in the books, two points are to be considered. If the source 
of subsidy is from the earnings from an endowment, it is 
firm. A financial crisis from having to supply the product 
below cost and lose money is less likely to arise. The earn- 
ings from investment may decline rapidly; but usually the 
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decline would be over a period of time. On the other hand, if 
the source of subsidy is annual gifts, a problem can arise if 
the annual gift does not come through in full or in time. 


A second point to be considered is whether the price below 
full cost, is to be arrived at by taking into account the subsidy 
as a factor. It could be deducted from the total cost to arrive 
at a modified cost figure to be used as a basis for pricing. 
Alternately, if the price is determined by other considerations, 
donors can perhaps be induced to extend subsidy to cover full 
: cost plus. This would be possible but not easy to do. 


One other point on pricing below full cost is to be noted. We 
had mentioned earlier in the section on costing, the concept 
of out of pocket costs. If the product is being priced at out of 
pocket costs, recovering only the cash expenses, the organi- 
zation will not face a crisis except when the equipment and 
perhaps the fittings need to be replaced. Out of pocket costs 
sets a minimum pricing level for an operation which is not 
expected to go on beyond the life of the initial installation of 
equipment and facilities. Obviously in such a scheme there is 
no provision for replacement. 


20.7 Inducement pricing 


There could be situations in which a non-profit organization 
purposely séts a price in order to induce the other suppliers 
to reduce their prices. In the case of the essential drug pro- 
ject discussed earlier, the promoters were clear from the 
beginning that their intention was not to force market prices 
down, but only to supply to select hospitals and medical cen- 
tres for passing on the benefit to the poor patients. However, 
if it was a well organized scheme with a generous budget, it 
could influence market prices of essential drugs in the down- 
ward direction. We have not come across a successful opera- 
tion of this kind yet. Availability of a service at a lower cost 
will, per se, influence prices ‘set under monopoly or semi 
monopoly conditions. 
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20.8 Subsidy pricing 


A subsidized price is offered mostly in situations where the 
organization is anxious to ensure the use of the service irre- 
spective of the ability to meet the full cost. It is always better 
to charge at least a nominal price instead of giving it away 
free. Many public health care schemes or school education 
schemes by public authorities are on this basis of subsidized 
pricing. Where possible, it would be still advantageous to 
indicate and charge full cost and then deduct the subsidy to 
arrive at the selling price. Also there may be a segment of the 
target customers who are willing to pay the full cost. Further, 
having the full cost information available will enable both 
the receiver and the provider to evaluate whether the service 
is worth receiving or worth providing at that cost. We have 
already touched on the significance of out of pocket costs as 
a minimum price. If it is decided to price below that level, 
the subsidy projections and reliability become extremely sig- 
nificant concerns for the very existence of the project. 


20.9 Penalty pricing 


Penalty pricing is used to discourage the use of some ser- 
vices, which is made obligatory, on the part of an organiza- 
tion, to provide. For generations the finance ministers of 
many countries have tried to milk the tobacco addicts or the 
users of alcohol with ever increasing taxes on these products 
justifying it morally as discouraging a bad habit. Similarly, 
many developing countries with the socialistic approach, 
have taxed ‘luxury’ goods disproportionately to discourage 
such conspicuous consumption. We are not aware of any 
non-profit organization having tried this route of very high 
prices to discourage use when obliged to provide a service. 


20.10 Some reco’inmendations 


In summary, we believ* that there is a good case for full cost 
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plus pricing where it is possible, so long as the effective 
demand for the product is not highly elastic to price. Even 
where the full cost is not taken as a base for pricing, it is 
desirable to know what the exact costs are (as precise as pos- 
sible). 


Rational decisions on volume of product to be made avail- 
able, differential pricing, subsidy requirements, etc., are pos- _ 
sible with good grasp of the concepts involved in costing. 


Further, it is generally preferable to ‘sell’ services rather than 
give them away. In that case it is also important that the ser- 
vices are clearly defined. For example, a break up of charges 
for individual items of medical service is preferable to a daily 
blanket. Where subsidy reimbursement is involved, it is pref- 
erable to have prospective pricing and proportionate subsidy 
rather than cost reimbursement or fixed subsidy amount. 


21 


Budgets and Budgetary Controls 


21.1 An overview of controls 


For most executives, the term controls brings to mind bud- 
getary controls and the occasional note from the treasurer’s 
department to say that the budget for the department has 
been overdrawn. Budgetary controls, however, are only one 
aspect of control systems. The whole purpose of controls is 
to ensure that all available resources are being utilized for 
productive purposes at an optimum level and rate. It 
requires more than financial control exercised through 
budget approvals. The rate by quantity and quality of output 
is a part of performance control, as is the productivity n= 
person. In fact, the true effectiveness of all control systems 
depend on the people of the organization as well as the orga- 
nization structure. Above all, a control system or systems 
assumes that a plan for action in the immediate future has 
been developed and agreed. Controls are exercised to ensure 
that the plan is being executed and if it has to be modified, it 
is being done rationally. 


It is also important that a plan should have a perspective for 
a longer period and not just till the next year. Many organi- 
zations today formulate plans to cover a span of several 
years. However, there are instances where a non-profit orga- 
nization is only looking at the next year and its budget 
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perspective is limited. There is a great deal of merit in formu- 
lating plans with a longer span of perspective. Apart from 
other considerations, investments in buildings or equipment 
are likely to become productive only over a period of time. 
Many organizations formulate a five or six year plan. The 
first year is usually considered firm, unless unexpected devel- 
opments require it to be modified. The second year projec- 
tions have a greater built in flexibility. Plans for the next 
three or four years usually represent the hopes and dreams of 
the promoters and the top executives. However, as the first 
year goes by, the second year plan starts being revised to be 
more firm. A new fifth or sixth year plan is added on. 


21.2 Operations budget 
The standard operations budget consist of four components. 


These are: 


(a) Revenues or income 
(b) Expenses or expenditure 
(c) Quantitative measures of output 


(d) Explanations and notes on background, environ- 
ment, etc. 


The first three are numerical projections and the last is 
descriptive. These components do not differ much between 
commercial organizations and non-profit organizations. In 
the commercial ventures additions to resources could consist 
of realizations from sale of products; capital inflow from pro- 
moters or loans from financial institutions. For the non- 
profit organizations, the equivalent would be realizations 
from sales, income from endowments, donations and loans. 
Both commercial ventures and non-profit organizations 
make a distinction between pure operations budget and a 
capital budget, separating sales revenue from other inflows 
on the one hand and regular expenses from capital expendi- 
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tures on the other. However, non-profit organizations often 
tend to treat donations and income from interest on invest- 
ments of endowment funds, as part of regular income in 
planning activities. 


The normal practice in budgeting exercises is to assume a 
certain percentage of annual growth and project everything 
else accordingly. This percentage is usually based on the 
‘trend’ over a period of time. The trend line, based on histor- 
ical data, is projected to estimate the new levels. This 
reduces the budgeting operation to a ritual. Thereby organi- 
zations lose the effectiveness of the budget as a useful con- 
trol mechanism and of setting meaningful goals. Exceptions 
to this practice occur when somebody notices a serious 
change in the trend or when some responsible executive or a 
donor has decided that the operations must be expanded in 
volume or variety or both. 


21.3 Revenue items 


In considering revenue, non-profit organizations face the 
same uncertainty in regard to income from sales as the com- 
mercials do. They face an additional uncertainty in so far as 
donations are not assured and may fluctuate from year t 
year. Income from investment of endowments is moderately 
steady over short to medium terms and can be included as a 
reasonably certain income in the budget estimates. Dona- 
tions create a problem of uncertainty, which is taken into 
account by some of the non-profit organizations. 


21.4 Building in uncertainties 


Non-profit organizations handle this uncertainty by having a 
budget which provides for certain specific activities to be 
taken up or certain capital expenditures to be incurred, only 
if donations are received over and above a certain figure for 
the year. Conversely certain donations are specific to certain 
activities and are budgeted accordingly. We came across an 
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institution building a compound wall from funds specifically 
donated for this purpose, at the rate of x rupees per foot of 
wall. It is a long wall and the project has been on for years! 


A break up of the sources of revenue by different types of 
services, by interest income from endowments and from 
donations will provide greater precision in revenue forecast- 
ing. Each individual source can then be examined for the 
probable revenue for the next year. Where different catego- 
ries of services are provided, the individual estimate should 
be built up from the respective departments providing the 
different services. This is true even in situations where the 
total number of clients or customers is a determining factor. 
For example, the total number of inpatients and outpatients 
_ will determine the volume of total activities. The various ser- 
vices that are provided by the various units within the insti- 
tution then become the revenue sources. Assumptions on 
the individual trends of each service units and factors affect- 
ing them, including trends in paying patients versus free 
work, will have to be estimated through careful analysis at 
the unit level. 


This procedure has other advantages in the budgeting and 
control exercise. We will be discussing these later. Similarly, 
the number of enrolments in an educational institution is 
indicative of the total volume, but the categories of student 
programmes and services are more meaningful for develop- 
ing actual projections. 


21.5 Expenses 


Expenses can be handled in two formats. The first is to go by 
categories of expense, one line for each category. For exam- 
ple, all wages are shown as one item; employee benefits become 
the next item. (Benefits may be broken up as between hous- 
ing, subsidized food, retirement programmes, etc.). The total 
is indicated as employee costs. Similarly, each item of 
expense is listed, such as communications, (telephone, fax, 
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e-mail, postage, etc.) power, water, repairs and maintenance, 
etc. The second format is to show the expenses as related to 
specific programmes. For example, outpatient service will 
have its own components such as consultation, laboratory, 
X-ray, etc., and expenses can be indicated against these ser- 
vices. In other words, each individual unit or activity is 
shown as earning its anticipated revenue and incurring antic- 
ipated expenses. Some allocation of overheads or indirect 
costs may be necessary. 


Control is facilitated if each individual unit can be treated as 
a revenue and expense centre. Each unit, department or 
programme, would show both the revenue expectations and 
the expenses, broken up by personal costs, (salary and bene- 
fits) and other major items of expense. A supplementary 
statement could indicate the aggregates of categories of 

expenses for the organization as a whole. A simple computer 
" program can take care of this. The following illustrations are 
only of the formats and not indicative of all items to be 
included in these statements. 


21.6 An illustration of formats 
A. By category of expenses 


Expenses of X institute, actual for 2000 and budget 2001 and 2002 


(In Rs 000s) 

Expenses 2000 Budget Budget 

(actual) 2001 2002 
Wages and salaries 1000 1050 1100 
Benefits 200 210 220 
Retirement benefits 100 105 110 
Total employee costs 1300 1365 1430 
Water and power 300 320 330 
Communications 225 250 265 
Maintenance and repairs 200 220 220 


encanta nts eins 
Total expenses 2025 2155 2245 
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B. By Programme/project 


Expenses of X institute, actual for 2000 and budget 2001 and 2002 


(In Rs 000s) 


Expenses 2000 (actual) Budget 2001 Budget 2002 
Emp.* Others Emp. — Others Emp. — Others 
Clinical depts 
Medicine 386 4 45] 10 48] 20 
Surgery 480 22 490 30 520 35 
Ophtalmology XXX XX XXX XX XXX XX 
ENT XXX XX XXX XX XXX XX 


Allied services 
Diagnostic 
services, etc. 


I teen an as r aEneCn 


* Emp = Employee costs. 


21.7. Information on product output 


The formats illustrated above indicate financial expectations 
of income and expenses in the aggregate, or by programme. 
However, it is also necessary to know how the operation fared 
in terms of units of service provided and what is being planned 
for the period ahead. We have touched on the problems of 
measurement of output in earlier chapters. Output measures 
when used can be process measures or result measures. | 


° Process measures are particularly useful in evaluating 

~ lower level staff performance. But while they measure 
efficiency they do not necessarily relate to the objec- 
tives of the programme. For example, an education. 
programme may set up a process measure such as the 
number of hours spent by.each, teacher.,. [here may, be 
no direct co-relation between the number of hours and 
the actual performance of the students. However, they 

are the easiest to measure and canvbe usually related to 
manpower requirements and manpower planning. 
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* Result measures are more oriented to the purpose of the 
project. It may therefore be more indicative of the 
actual value of money spent on the cause. Even so, 
there may be doubts as to the final result that is being 
measured. In case of goods, it is easier to determine the 
volume in terms of production as a result. However, if it 
is not reaching the final user, the result is not final. For 
this reason actual sales volumes are considered as signif- 
icant, if not more than the production figures. There is 
no reason why both sales and production figures should 
not be used. Similarly, the use of process measures and 
result measures are not mutually exclusive. 


__ Every organization needs to decide on the measures or com- 
bination of measures that it wants to review and include in 
its plan. They consider the measures that are most useful for. 
control purposes. 


21.8 Background and environmental factors 


A budget, as we have mentioned, represents a plan for future 
action. It is, therefore, necessary to set out in detail the back- 
ground and other factors likely to influence the assumptions 
underlying the budget. Such background information is usu- 
ally prepared ahead of time and circulated to all executives 
who are likely to be involved in the planning or budgeting 
process. The information provided would include the state 
of the economy, prognosis for the immediate future, new leg- 
islation in the offing and other political and/or social factors 
supportive of the programme or factors to be recognized as 
being against the programme. 


21.9 The budgeting process 


Once upon a time budgets used to be imposed from the 
chief executive’s office. Either they were treated as a ritual or 
as a. constraint on any initiative at the operating levels. 
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Nowadays it is accepted that a ‘participatory’ process is 
more meaningful and lends itself to better control. 


The participatory process customarily starts with guidelines 
issued to all operating units or programme executives. The 
guidelines include the background material discussed earlier, 
as well as the previous year’s budget and performance to 
date. Since the budgeting process has to start months before 
the commencement of the period, the performance to date is 
supported by a ‘revised estimate’ for the year. For example, 
to prepare the budget for 2000-2001, a format as presented 
below could be used. In cases where the department has no 
direct revenue, as in the case of a service department, a pro- 
cess measure may be used in place of revenue. The impor- 
tant point is that in the mind of the operating executive his 
expenses should be related to some measure of performance. 


Revenue is direct and simple. Where that is not possible, a 
measure is a necessary substitute. 


Dept/Project: 
Please return to budget office by 10/08 


Operating budget for 2001 (first estimates) 


Items Budget 1999 Actual 6 Estimate Proposed 2001 
months 1999 


ee ie rT eee ed hs Te a es 
Revenue 

XXXxxXXx 

XXXXXX 

Expenses 


Yyyyyy 
We i 


Comments by originating dept. 
Prepared by 


In order to ensure that the numbers are not filled in using a 
flat percentage increase in revenue and expenses, a concept 
of ‘zero base’ is sometimes used. The concept calls for 
expenses to be justified on the basis of why it is required and 
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at the level that is indicated, assuming that the division, pro- 
ject or programme is being brought into existence for the 
first time. It forces the concerned executive to think hard as 
to why an expense is necessary at a given level. In theory it 
has a lot of merit and can be tried in large organizations 
where individual items of expenses are not easy to evaluate 
from outside the department. 


The numbers relating to the first two columns, budget and 
actual for six months, would be supplied by the budget office 
or the finance department. Additional information would be 
presented in terms of the previous projection for 2001 and 
the approved long-term plan from the prior year. 


Some organizations call for a revised long-term (five-year) 
plan including at the same time the new numbers for the 
next year. This would extend the same format for the years 
2002, 2003, 2004 and 2005. Experience suggests that it is 
more meaningful if the budget for the next one year is care- 
fully analysed and firmed up before a revised long-term plan 
is projected, unless some drastic changes have taken place 
and a totally new long-term perspective is required. Other- 
wise the tendency is to discuss long-term dreams and not 
really get into the nitty-gritty of the next year. 


The estimates for the proposed budget year, 2001 would be 
developed by the operating executives according to 
programme or department and returned to the budget office. 
Comments would be incorporated to indicate if there are 
substantial changes to be expected next year over the current 
year. It is a good practice to set a date by which the first esti- 
mate is returned to the office or the executive who is coordi- 
nating the budget preparation. 


In a truly participatory process, this first estimate would be 
followed by a detailed discussion regarding the estimates 
presented. This would have to be in the context of the back- 
ground information and the previous projection of the 
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organization's long-term plans as well as its first six months 
performance. The total budget would be put together after 
individual interactions with the operating executive respon- 
sible for each division or programme. 


21.10 Budgetary control 


In order to use the budget as a control device, the operating 
departments need to be kept informed of how their revenue 
or other measures of output or process on the one hand and 
expenses on the other hand are holding up against the 
budget. This is a function of the budget manager or a person 
who is assigned the budget control responsibility in the 
finance function. Computerized accounting has now made 
accumulation of both revenue and expenses according to 
department or project an easy task. 


Programmes are available off the shelf, designed to accumu- 
late both revenue and expenses by budget heads. These can 
be cumulated on a monthly basis for comparison with the 
budget. Budget managers or their equivalents in the finance 
department have a tendency to concentrate their attention 
only on the expense side. A periodic evaluation of perfor- 
mance, preferably every month, is necessary to ensure that 
the performance is keeping more or less in line with the pro- 
jections. Serious deviations, even when they are positive on 
the revenue side, need to be examined with the same con- 
cefn as there is an apparent tendency towards overrunning 
of expenses. No organization can be expected to perform 
1/12 of its annual projection or 100 per cent of its monthly 
projection every month. It is also often unproductive to try 
and explain every wriggle in the curve. In some cases the 
cause is obvious while in others it is not so clear. The point 
‘s to ascertain whether what looks like an aberration repre- 
sents a random event or some more serious and permanent 
development. 
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21.11 Fixed and variable costs 


Experts do recommend that the budget should be built up 
on the basis of a distinction between fixed and variable costs. 
There is merit to this approach. Fixed costs cannot be con- 
trolled in the short run. If the programme is not performing 
as projected, variable costs are the ones that can be reduced 
and the relative amount of fixed costs, included in the total 
cost and expenses, do not make the expenses performance 
elastic. The idea of indicating fixed costs separately is a good 
one, but the only problem is that excluding raw material and 
some supplies, almost every cost is ‘fixed’ in the short run. 
Even ‘contract labour’ hired on a day-to-day basis has very 
limited elasticity in India. If expenses have to be reduced due 
to continuing adverse conditions, the process of reduction 
has to be well thought out. 


Reducing the number of employees, (considered variable 
cost in many countries) used to be next to impossible in 
India until recent years. Even today it is expensive. Volun- 
tary Retirement Schemes (VRS) by which the employee is 
paid off on a formula which takes into account past services 
as well as future service till time of retirement is a common 
route. It is expensive enough to have been referred to in the 
past as the ‘golden handshake’. We have come across several 
non-profit organizations who, having found themselves with 
excess staff, had to resort to VRS. Almost inevitably they 
ended up appealing to the original donors for assistance to 
implement a VRS programme. A foreign donor tends to get 
bewildered by this exercise. 


The answer is to be extremely cautious in adding on to ‘vari- 
able costs’ including manpower costs. Non-profit organiza- 
tions in India had been in the past quite lax in adding on 
manpower. They used to be carried away by the supposedly 
low manpower costs and by the sob stories of people needing 
a job desperately. We found in one of our studies an organi- 
zation employing six gardeners for one office compound. 
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After five of the six were retired on the VRS, the garden 
looked much better. 


21.12 Limitations of budget control 


Control through budget or financial planning has its useful- 
ness. It helps to keep track of revenue and expenses and 
review the effectiveness of the money being spent in achiev- 
ing the objectives. 


Revenue is an indication of the total units of the service 
offered and accepted. The ratio of expenses to units of ser- 
vice is also useful in considering whether the project is rea- 
sonable in terms of value for money spent. The primary 
contribution of budget reports is to draw attention to appar- 
ent deviations from what had been planned. The questions 
then are: 


(a) Is this a fundamental change in the situation such 
that the plan has to be reviewed or is this just a tem- 
porary deviation which will correct itself. 


(b) If it is indicative of a basic flaw in the original plan, 
how best can we rectify the situation? 


(c) Ifthe deviation from the plan and the rectification 1s 
going to cost money (which it invariably does) how is 
that to be funded? 


However, budget controls in isolation are not adequately 
effective in controlling and improving performance. We 
need to look at other systems also to achieve this. 


22 


Performance Control 


22.1 What is performance control? 


We have reviewed at some length the approach to control 
through budgets and budget reports. The use of budget con- 
trols is limited to highlighting deviations from the original 
plan and raising questions as to the nature of these devia- 
tions. The term performance control is used to cover a much 
wider spectrum. Performance, however measured, is com- 
pared to the total resources available to the organization. 
The question would be, is the organization doing its best, in 
terms of output, considering all the resources available to it. 
The total resources include land, buildings, equipment and 
most important, people. The objective should be optimum 
usage of all resources and performance control should be 
viewed in that light. For this reason, many commercial oper- 
ations would compare production figures not only against 
budget targets, but also against ‘installed capacity’. Unfortu- 
nately, it is not always easy to come up with a figure for 
installed capacity which would be acceptable to all con- 
cerned. The easiest is probably in process industries where a 
‘design capacity’ is a good starting point to arrive at a useful 
figure for installed capacity. In many other industries, 
installed capacity is elastic within limits. In case of an 
increased demand for the product, at attractive prices, an 
operation can go on to a second or third shift. While these 
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may not be as productive as the first shift, the additional 
shifts may be a way of making maximum use of expensive 
equipment to be amortized over a period of time. 


Apart from this, bottlenecks in production lines often limit 
the installed capacity for practical purposes. Lopsided invest- 
ments are not uncommon, for example, we found a-situation 
where the production capacity of the equipment was being 
utilised at levels in the range of 80 to 90 per cent. However, 
the original donors were not too happy because the produc- 
tion in the context of total investment was low. 


On investigation it was found that the cost of the original 
building was very high compared to the value of annual pro- 
duction. The simple fact was that the building was way too 
big for the project. Idle capacity existed, but in the form of 
extra built up space, which is not easy to be made productive. 


22.2 Special problems of non-profit organizations 


With rare exceptions, non-profit organizations mostly 
render service. The measurement of output in terms of ser- 
vice is difficult. This is true of measurements relating to 
quality as well as quantity. The ratio of output to installed 
capacity in terms of units of output is commonly used in 
manufacturing concerns. Installed capacity is almost impos- 
sible to establish in non-profit operations rendering service. 
What is installed capacity in a hospital? Number of beds for 
inpatients is a measure. Patient usage over a period is a usual 
measure. This is a function of the number of patients as well 
as the average inpatient time in terms of bed days. The latter 
is often used as a measure of efficiency. It is useful, but 
implies that the number of patients who successfully com- 
pleted treatment is 100 per cent, or at least a constant pro- 
portion close to 100 per cent. Within this overall figure one 
would need to see the doctor to patient ratio, nurse to 
patient ratio, etc. When one looks at outpatient depart- 
ments, the installed capacity is infinite except that there is a 
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limit imposed by the number of doctors’ man-hours avail- 
able. So we are better off looking at patient to doctor ratio. 


Other service organizations have the same type of problems. 
What is installed capacity in an educational institution? Is it 
determined by the number of classrooms or total capacity of 
rooms or by teaching man-hours? Can we consider second 
shift of classes to arrive at installed capacity? (Many of them 
do have extra shift in terms of evening classes or even corre- 
spondence courses). How does one account in any measure 
the quality of teaching? 


Performance evaluatign in terms of value of output per unit, 
in terms of all inputs, both monetary, and in terms of man- 
hours, etc., become difficult also. Since there are difficulties 
establishing measurement for unit of output, measurement 
of cost per unit also is difficult. Some of the problems relat- 
ing to measurement of output were discussed earlier. An 
imperfect measure of output is better than no measure at all. 
The same imperfect measure can be used for comparison 
with other establishments providing similar service. So long 
as the measure that is being used is the same, the compari- 
son would have enough validity to be interesting. Similar 
comparison can be made with commercial establishments or 
other non-profit operations, in the same area of service. 


22.3 Management by objectives 


Ultimately the level of performance of an organization 
depends on the people. This is a universal truth. As a corol- 
lary, the degree of involvement, enthusiasm and sense of 
commitment of the individuals determine the efficiency and 
degree of performance. Management by objectives (MBO) 
simply recognizes this as a fact of life. MBO works on the 
basis that the total plan for an organization for a period can 
be broken up into a plan or target for each individual 
employee. If the employee understands what the plan 
implies for his own individual performance and accepts it, he 
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will work towards it and can be encouraged to do so. The 
supervisor's role is primarily one of facilitating the employee 
in achieving the goal set for him, with his understanding and 
acceptance. 


There are two basic limitations to this approach. First, ina 
process industry or even ina production line, the individual 
employee can do very little to improve either volume Or 
quality. If a plant is spewing out 100 tonnes of chemicals per 
hour, the individual employee is quite helpless to change it 
in anyway. If he is in a production line his speed is determined 
by the speed of the line. This is in turn a function of several 
other inputs including productivity of other employees. 
Second, if at all any improvement has to come about, it has 
to be a team effort involving several operations. For these 
reasons, MBO programmes for employees below the supervi- 
sor level involve targets being set for a whole team. The team 
should be given full scope for discussion and acceptance of 
the objectives being set. Generally MBO programmes are 
implemented at the fairly senior levels of management. 


If the objectives are not quantifiable, the entire proposition 
is on very shaky foundation. However, it is often possible to 
find enough quantifiable aspects of an employee's responsi- 
bilities. In a non-profit organization, it is not more difficult 
to set objectives which are clear and quantifiable than in a 
commercial organization. 


22.4 Appraisal and counselling programmes 


The underlying concepts of an appraisal and counselling 
programme are not different from the MBO programmes. An 
appraisal and counselling programme is also based on targets 
agreed between a supervisor and an employee with a time 
horizon. At the end of the period (usually a year) there is a 
formal appraisal of how well the employee has succeeded in 
achieving the targets Or how good the efforts have been. The 
supervisor will then proceed to counsel the employee on how 
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he could do better and review with the employee what assis- 
tance or training he may need. New targets are then set for 
the next period. One advantage is that an overall view of the 
employee’s performance can be taken and discussed. For 
example, such things as habitual late coming, absenteeism, 
behavioural problems can be brought up and reviewed with 
the employee. A good supervisor will probably do this 
anyway. A well managed appraisal and counselling pro- 
gramme can undoubtedly be an excellent tool for improving 
the performance of the organization. The key point is that it 
is done through developing the employee to contribute his 
maximum in keeping with his potential. 


The late Thomas Watson Jr, Chairman of IBM in its best 
years, was a great promoter of the appraisal and counselling 
programme and attributed the success of IBM to this 
programme along with other specific practices of the com- 


pany. 


In India, appraisal and counselling programmes have had 
limited success. Some companies have carried them as an 
annual ritual and some have linked them to salary increases 
over and above the time scales. There have been several 
problems. Some of them are common the world over, but 
some arise from our own cultural hang-ups. 


First, many supervisors are generally reluctant to tell the 
employee to his face where he went wrong and how he could 
have done better. 


Second, the employee on his part is reluctant to view 
implied criticism objectively. 


Third, salary structures in most organizations tend to be 
based on time scales. The employee knows he will get his 
increment any way and that under Indian conditions it is 
difficult to fire him. All this reduces any clout that the super- 
visor can have on compensation. (Ideally the supervisor is 
not supposed to be clouting, but stroking; but human beings 
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being what they are, a little hidden clout seem to help par- 
ents as much as supervisors. ) 


Fourth, since the supervisor is reluctant to correct the 
employee, he does not do it on a day-to-day ongoing basis. 
He waits till the appraisal season comes and springs it on the 
employee as a shock. The poor employee had all along been 
thinking that he had been doing well and that even his late 
comings have not been noticed. 


Fifth and final problem is that generally the average supervi- 
sor in India is not keen on improving his employees’ perfor- 
mance and development. He would much rather hog the 
glory for himself for all the good happenings, and jump on 
the employee if the performance is poor. The average Indian 
supervisor/manager generally suffers from a strong feeling of _ 
insecurity. He seems to be afraid that a good assistant whom 
he helps to develop may take his job away from him. 


All this has unfortunately led to most organizations aban- 
doning the appraisal and counselling programme in spirit if 
not on the books. 


22.5 Can it work? 


A good appraisal and counselling programme can contribute 
towards improving the performance of the organization as a 
whole, through the improved performance of the employees. 
However, there are certain prerequisites for success. The 
programme can succeed only if there is a fundamental accep- 
tance of what Mr Watson of IBM called ‘respect for the indi- 
vidual’. The first step is for the supervisor to understand that 
the entire programme can succeed only if he can accept that 
the employee reporting to him is not necessarily a moron. 
The person has the potential to be developed, to the advan- 
tage of the organization and to the benefit of the employee. 


Unfortunately Indian social mores does not contribute to 
the basic concept; that of respect for the individual. The 
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supervisor often has to readjust his thinking. He needs to see 
that developing an employee is not a threat to his position, 
but a plus mark on his record. A good appraisal programme 
puts the supervisor-employee relationship on two clear 
dimensions. In terms of the tasks on hand, the supervisor is 
the boss. On the other hand, he is a friend of the employee 
who wants him to do well. This mutual understanding is not 
easy to achieve. 


But we are familiar with organizations in India which have 
succeeded in establishing such relationships. These organiza- 
tions also show a very high level of employee morale and 
productivity. 


It is also our experience that linking the appraisal programme 
with salary increases is not always advisable. If it is linked it 
has to be done carefully. It must be made obvious that the 
organization is appreciating the employee’s contribution and 
at the same time would like him to do even better. 


Also, it is fundamental that the supervisor should see the 
appraisal programme in terms of strengthening the areas in 
which the employee is good and not in terms of trying to 
correct his deficiencies. Also the basic intent of the 
programme has to be kept in mind. It is to enhance the per- 
formance of the organization through enhancing the perfor- 
mance of the individual employee. 


A well-designed supervisory training programme is the first 
place to start before a performance improvement programme 
can be implemented. Also, such a programme is not likely to 
yield short-term results. The effect is seen over a longer period. 


This is another area in which the non-profit organizations 
can benefit from the involvement of an external resource 
person who has adequate experience in developing appraisal 
and counselling programmes. Further, for orientation and 
training it would be necessary to start from the chief execu- 
tive and his immediate next level colleagues. 
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Sample Job Description 


Title Department/Function 
Manager—Finance Finance and Accounts 
Reports To Supervises 

Director Finance and Accounts Staff 


Position Objectives 


je 


Budgets: To coordinate the preparation of annual 
budgets for revenue, expenses and capital expendi- 
tures and supervise budget control system. 


Budget control: Ensure timely feedback to depart- 
ments on budget and actuals. 


Budget variances: Assist the departments in analysis 
of variances with budget. 


Accounts: Maintain a proper system of accounts and 


feedback. 


Management reports: Preparation and circulation of 
management reports on all aspects of performance. 


Funds management: Ensure adequate liquidity, 
safety and optimum return on investment consistent 
with the first two concerns. 


Computer system: Supervision of the computer oper- 
ations. 


Personnel development: Review employee performance 
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in the finance and accounts departments, appraise 
and counsel them and work out long-term training 
and development plans for them in consultation with 
the personnel department. 


Y. Ensure compliance with statutory provisions: PF, 
ESI, taxes. 


Key Decision Areas 


1. Maintaining adequate bank and cash balances. 


2. Recommending to director on all matters relating to 
investment of funds. 


3. Planning and utilization of funds. 
4. Control of office expenses. 


5. Allocation of work, administration matters relating 
to finance and accounts staff. 


Suggested Man Specifications 


Qualifications : CA; ICWA, MCom (incl. equivalents) 
Experience : 6to 10 years 
Age : 35 to 40 years 
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Candidate Rating Format 


Position 


Minimum Qualification 


Recommended Age Experience 


Name of Candidate 


‘Age Experience 

First impression (appearance, dress, courtesy) ee kt 
Academics (level, professional, rank, honours) i AD 
General experience (level, range of responsibility) oe 
Job specific experience 

(level, achievements, advancement) 2 ie 
Family background pene | 
General knowledge wen ei 
Communication 2 oad 
Extra curricular activities Be A | | 
Any other factor aid 


Total score 


Comments of Interviewer 


Signed Date Time 
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Appraisal and Counselling Forms 


Name of Employee 
Position 

Immediate Supervisor 
Date of Last Appraisal 
Performance Rating 


Agreed targets from last appraisal: 


Job related 

Discipline (attendance, decorum, behaviour) 

Job relationships (supervisor, peer group, subordinates) 
Advancement (training; self study) 

Any other 


eS eS 


Extent to which target has been met 
(rate out of 10 maximum) 


SS EEE LLL LAO é§§§ a 


Reasons for shortfall if any 
Current performance on job /1O 


Other factors (comments) 
Specific targets for next year/next six months/ 
Employee's comments 
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Appraisal and Counselling (Page 2) 
Not to be shown to employees 
Supervisor's Assessment 

Overall rating (Maximum 10) 

* Can he be considered for promotion to next position? Yes/No _ 
Is he satisfactory in present position? Yes/No 


Ready for enlargement of responsibilities? Yes/No 
- Specific training recommended? 


Does the employee have any personal problems needing spe- 
cial assistance? 


1. Health 2.Family 3. Any other 


Action recommended if any 


Comments of reviewer 
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Inviting Reference 


Dear Sir/Madam 
Mr of (Address) 


Has given us your name as a reference in connection with his 
application to us for the position of 


We will be greatly appreciative if you could be kind enough 
to spare the time for filling out the following format. 

How long have you known the candidate? _ 

In what context? 

Has he ever been employed by your organization? 

If “yes’ in what capacity? 

How was his performance? Rate maximum of 10. 

Why did he leave the service? 

Would you take him back, assuming a suitable opening? 


How do you rate him/her on the following attributes? (Maxi- 
mum 10) 


(please rate only those which you have reason to be familiar 
with) 

Hard work (task orientation) 

Personal discipline 

Interpersonal relationships 

Communication 


Initiative 
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Motivation 
Ethical values 


Please add any other comments you may have 
| Thanking you once again, 


Sincerely 
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Basic Accounting Concepts 


The uninitiated could start with three fundamentals. These 
are: The accounting entity, the money measurement and the 


double entry. 


1. The accounting entity: A set of accounts will apply to a 
single organization, referred to as an accounting entity. The 
accounts do not relate to those individuals who control or 
are employed by the organization. Similarly they do not 
relate to a parent donor body which may have set up the 
organization. 


2. The money measurement: Accounts are kept in terms of 
money. The only arithmetic used in accounting is addition 
and subtraction. Obviously one cannot add and subtract 
unless the numbers represent a common denominator. The 
common denominator is money. 


3. Double entry: As a concept this is more difficult to 
understand for those who are not exposed to it. However, 
once understood, it is not as complex as it appears. In order 
to explain double entry, many instructors use the balance 
sheet, the most important financial statement. We propose 
to do the same. 


The balance sheet: A balance sheet shows the financial posi- 
tion of the accounting entity as of a moment of time. It is 
like a snap shot. A balance sheet is usually stated as of a par- 
ticular date. It is prepared periodically at least once a year. 
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For illustrating the concept, we will be using a daily balance 
sheet prepared as of the end of the day. 


A generally used form is as illustrated here: 


Kilpauk Mid-day Meal Scheme 
Balance Sheet (As of 1/1/2000) 


Liabilities and Equity Assets 


It may be noted that there are two sides to the balance sheet. 
On the left is liabilities and on the right is assets. There are 
areas in the world where this is reversed and assets are 
shown on the left and liabilities on the right. This does not 
make any difference to the principle. It is just like driving on 
the right side of the road in some countries and on the left in 
others. 


The amounts listed on the right under assets represent 
resources owned by the accounting entity. The amounts 
listed under liabilities represent what is owing to outsiders 
by the accounting entity. Equity represents the difference 
between the two. An essential feature of the balance sheet is 
that the two sides are always equal. 


Liabilities + Equity = Assets 


Any event that is recorded in the accounting records is 
referred to as a transaction. We may look at how some typi- 
cal transactions affect the balance sheet. For convenience, 
we will be referring to the Kilpauk Mid-day Meal Scheme as 
KMDMS. 


Transaction 1 (Loan): Let us assume that on 2/1/2000, the 
KMDMS borrowed Rs 10,000 from the Kilpauk Coop Bank; 
which we will refer to as the bank. 


Now the KMDMS has a-resource of Rs 10,000. It will 
appear as cash on the assets side of the balance sheet. At the 
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same time, KMDMS now owes the bank Rs. 10,000. Such a 
claim is called a Liability and will appear on the liabilities 
side of the balance sheet. 


Kilpauk Mid-day Meal Scheme 
Balance Sheet (as on 2/1/2000) 


Liabilities and Equity Assets 
Owing to Bank Rs 10,000 | Cash Rs 10,000 


Total Liability and Equity Rs 10,000 | Total Assets Rs 10,000 


Transaction 2 (Cash Purchase): Let us assume that on 3 January, 
KMDMS purchased Rs 2000 worth of rice and Rs 1000 
worth of lentils (supplies). Now the assets side of the balance 
sheet would show a decline in cash to the extent of Rs 3000 
which has been used to purchase the rice and lentils. These 
are now resources. of the KMDMS. Consequently, a new 
‘item (supplies) appears on the assets side to the value of 
Rs 3000. The Rs 10,000 owing to the Bank has not been 
affected. 


Kilpauk Mid-day Meal Scheme 
Balance Sheet (as on 3/1/2000) 


Assets 
Cash Rs 7,000 
Supplies Rs 3,000 
Total Assets 


Liabilities and Equity 
Owing to Bank Rs 10,000 


Total Liability and Equity Rs 10,000 


Transaction 3 (Purchase on Credit): Let us now assume that on 
4 January, KMDMS purchased Rs 12,000 worth of cooking 
vessels (equipment). They made a down payment of 
Rs 1,000 and agreed to pay Rs 3,000 before the end of Janu- 
ary and another Rs 8,000 within three months. Now 
KMDMS has adde@ Rs 12,000 worth of equipment to their 
assets. However, their cash has gone down by another 
Rs 1,000. In addition they have now an additional claim or 
liability of Rs 8,000 that they owe to Sun Stores from whom 
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they bought the equipment. This kind of short-term liability 
arising from purchases on credit is known as accounts pay- 
able (Sometimes the terminology of ‘Sundry Creditors’ is 
used). 


The new balance sheet as of 4/1/2000 now reflects these 
changes. 


Kilpauk Mid-day Meal Scheme 
Balance Sheet (as on 4/1/2000) 


(In Rupees) 


Liabilities and Equity Assets 

Accounts Payable 11,000 | Cash 6,000 

Owing to Bank 10,000 | Supplies 3,000 
Equipment 12,000 

Total Liability and Equity 21,000 | Total Assets 21,000 


Transaction 4 (Captial Contribution): On 5 January, the gov- 
ernment made a capital contribution to the KMDMS in 
support of the scheme. There was no obligation to repay 
Rs 5,000 received. Now the cash increased by Rs 5,000 and 
there is no liability to repay this amount. This item now 
appears as equity in the balance sheet. The new balance 
sheet as of 5/1/2000 would appear as below. 


Kilpauk Mid-day Meal Scheme 
Balance Sheet (as on 5/1/2000) 


| (In Rupees) 
Liabilities and Equity Assets 


Accounts Payable 11,000 | Cash 11,000 

Owing to Bank 10,000 | Supplies 3,000 
Equipment 12,000 

Total Liabilities . 21,000 

Equity 5,000 


Total Liability and Equity 


ys if 


26,000 + Total Assets 26,000 
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Transaction 5 (Paying a Liability): While purchasing equip- 
ment on credit, KMDMS had made a commitment to pay 
Rs 3,000 by the end of the month. Assume now that they do 
so on 30 January. The new balance sheet of 30/1/2000 
would be as below. 3 


Kilpauk Mid-day Meal Scheme 
Balance Sheet (as of 30/1/2000) 


(In Rupees) 


Liabilities and Equity Assets 

Accounts payable 8,000 | Cash 8,000 
Owing to Bank 10,000 | Supplies 3,000 — 
Total Liabilities 18,000 Equipment 12,000 
Equity 5,000 

Total Liability and Equity 23,000 | Total Assets 23,000 


Transaction 6 (An Expense): On 31 January salaries and wages, 
rent, power bills had to be paid. These totaled Rs. 3,700. 
This is paid from cash. Since no other item is affected, this is 
reflected in a decrease in equity of an equivalent amount. 
The new balance sheet as of 31/1/2000 will now look as 
_ below. 


Kilpauk Mid-day Meal Scheme 
Balance Sheet (as of 31/1/2000) 


(In Rupees) 
Liabilities and Equity Assets 
Accounts Payable 8,000 | Cash 4,300 
Owed to Bank 10,000 | Supplies 3,000 
Total Liabilities 18,000 Equipment 12,000 
Equity 1,300 
Total Liability and Equity 19,300 | Total Assets 19,300 


The concept of doublkt entry: We have recorded above some 
of the more typical transactions affecting the balance sheet. 
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Transaction 1. KMDMS borrowed Rs 10,000. This increased 
the resources (assets) of the scheme by that amount. 


At the same time it increased the amount owing to outsiders 
(liabilities) by the same amount. 


Transaction 2. KMDMS purchased some supplies for cash. It 
reduced one asset (cash) but provided a new asset, supplies 
(rice and lentils). 


Transaction 3. The purchase of equipment, partly, for cash 
and partly by promising to pay later, added equipment to 
the assets, but reduced another asset (cash) and created a lia- 
bility, affecting three accounts. 


Transaction 4. Clearing a liability (promise to pay) reduced 
the liability to that extent and reduced an asset by an equal 
amount. 


Transaction 5. Revenues received in cash, increased an asset 
to that extent and increased equity by the same amount. 


Transaction 6. Expenses incurred, reduces on asset (cash) by 
that amount and reduces equity by the same amount. 


Two significant points may be observed. First, each transac- 
tion affected a minimum of two accounts. Second, after each 
transaction was recorded, the two sides of the balance sheet 
remained equal. The total of the assets was equal to the total 
of the liabilities; This is why the balance sheet is called a bal- 
ance sheet. Double entry concept is that each transaction 
will affect at least two accounts and after they affected 
accounts are recorded, the balance sheet will balance. Ihe 
equation: Liabilities + Equity = Assets, is fundamental. 


In practice, accountants would not change the balance sheet 
with every transaction. Instead they record the transactions 
relating to an item in an ‘account’. An account has two sides. 


All the decreases, and increases relating to the account are 
entered in these two sides. In its simplest form this resembles 
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the letter ‘T’ and is referred to as a “I” account. The differ- 
ence between the totals on the two sides is what is carried to 
the balance sheet at the end of the period. The T account for 
cash in the accounts for KMDMS will read as below. 


Decreases Increases 
Trans. |. 10,000 
Trans. 2. 3,000 
Trans. 3. 1,000 
Trans. 4. 5,000 
Trans. 5. 3,000 
Trans. 6. 3,700 
Total 10,700 15,000 
Net Balance 4,300 


The figure of 4,300 is the same as appearing against ‘Cash’ 
in our final balance sheet. 


The business of debits and credits 


Nothing confuses the non-accountant as much as the terms, 
debits and credits and what they imply. In fact there is no 
great need for the non-accountant to know this book keep- 
ing device, which is what it is: However, for the curious, we 
will explain this for what it is worth. 


In accounting the right side of the account is called debit 
and the left side is called credit. To debit means entering it 
on the right side and to credit means entering on the left 
side. The basic equation in accounting, Assets = Liabilities 
+ Equity, is maintained by-the following simple rules. 


1. Debit asset accounts for increases, credit asset 
accounts for all decreases. 


2. Credit liability accounts for increases, debit liability 
accounts for decreases. 


3. Credit equity accounts for increases (revenue) and 
debit for decreases (expenses). 
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4. All debits = all credits. This is a second equation. It 
supports the first. 


The balance sheet, as we have seen, reports the financial 
status of an entity as of a particular date. The major items 
appearing on a balance sheet are the following: 


Assets are resources owned by the entity. There are two 
broad categories of assets. These are identified as monetary 
and non-monetary. Monetary assets are in cash and claims 
to specified amounts of cash. For example, a bank balance is 
a specific claim to an amount of cash. It is a monetary asset. 
Amounts that are due from outsiders, e.g. bills for services 
rendered, or goods supplied, are termed receivables. These 
are claims to specific amounts of cash. They are monetary 
assets. However, the full amount of the bill may not be real- 
ized since the person who is to pay may default. An allow- 
ance is usually made for such an eventuality, by providing 
for ‘bad debts’. 


Non-monetary assets are inventory and fixed assets. These 
are carried on the books (accounting records) at ‘cost’. Non- 
accountants are sometimes confused by the fact that the 
accounting records show these assets at a figure which is not 
their ‘value’. They would not, since the figures represent cost 
of acquisition rather than any value. 


Liabilities can be viewed as the ‘source of the entity's 
resources’. For example, the bank loan taken by IMDMS is 
the source of cash which is shown as a resource. 


Alternately liabilities can be viewed as ‘claims’ against the 
entity. Bank loan represents a claim against the entity. It is 
important to remember that the claim is as of the date of the 
balance sheet. 


Equity cannot be looked upon as representing ‘claims’. As 
source of resources it makes sense. There are two sources of 
funds appearing in the equity account. The first is the 
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contribution of capital from the investors. The second is the 
funds generated by the operation itself, i.e. revenue and 
expenses. This is clear in the case of commercial operations. 
For KMDMS, the difference between the revenue of 5,000 
and the expenses of 3,700 represents a net revenue of 
Rs 1,300. This could be considered equity from operations. 


Non-profit organizations do not have investors or sharehold- 
ers. Its equity account could consist of original donations 
received. However, it is useful to identify operating equity as 
a separate item. Further, if donations have been received for 
purpose of creating or purchasing a particular item, there is 
merit in identifying them as such. We will revert to this 
point later. 


In the KMDMS balance sheets we took into account trans- 
actions which were clear and complete by the end of the day. 
All transactions affecting the accounts are not necessarily so 
clear. Such transactions are referred to as accruals. Entries in’ 
the records known as adjusting entries are used to recognize 
their impact on the financial position of the entity. Some 
examples are given below: 


1. The end of the period (31/1/2000) showed that only 
Rs 2,400 worth of rice and lentils was on hand. 
Rs 600 worth had been consumed. This would affect 
the equity account (decrease) and the inventories 
supplies account of the asset side. 


2. As of 31/1/2000 the employees had worked for one 
week for which they had not been paid. 


Earlier they had been paid 1,300 for the work up to 
that time. We have a new liabilities account called 
accrued wages, Rs 300, representing the wages now 
due. This is an expense and will be recorded as a 
decrease in equity. 

3. No interest had been paid on the loan. However, as 
of 31/1/2000 a sum of Rs 100 is due to the bank as 
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interest. There is a new liability account called inter- 
est payable. It is an expense and represents a decrease 
in equity. 

4. An item called depreciation causes endless confusion 
among the non-accounting executives. When fixed 
assets are acquired, the cost is entered in the records. 
However, with the exception of land, no asset can be 
expected to last forever. We have to assume a period 
of life for the asset. Based on this assumed life, the 
cost of securing the asset need to be written off over 
that period. If the kitchen equipment bought by 
KMDMS is assumed to have a life of 5 years, its cost 
need to be allocated to the expenses for the 5-year 
period and 1/5 of the cost should be written off every 
year. For the month of January the provision has to 
be made at 1/60 of the total cost, of Rs 200. The 
value of the fixed assets has now to be reduced by 
Rs 200 and this being an expense reduces the equity 
by equal amount. 


The format of a balance sheet 


In presenting a balance sheet certain conventions are fol- 
lowed. We have been showing assets on the right side and 
liabilities and equity on the left. It is quite acceptable to list 
the assets on top and the liabilities below in a vertical 
format. A balance sheet format starting with sources of funds 
on top and showing uses of funds below in a vertical format 
is also not uncommon. For our illustration here we are con- 
tinuing with the same horizontal format as we had used ear- 
lier. 


Within a given format there are certain conventions and 
these are what we propose to illustrate on the following 


pages. :; 
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Kilpauk Mid-day Meal Scheme 
Balance Sheet (as on 31/1/2000) 


(In Rupees) 


Liabilities and Equity , Assets 
Accounts payable 8,000 | Cash 4,300 
Wages payable 300 | Inventory 

(supplies) 2,400 
Interest payable 100 | Equipment 12,000 

Less Depr. 200 
Owed to bank 10,000 11,800 
Total liabilities 18,400 
Equity 100 


Total liabilities 
and equity 18,500 | Total assets 18,500 


It will be noticed that listing of assets is in the order of 

nearness to cash. Cash is the first item. If there are recei-. 
vables, they will be just below cash. Inventory of stores 
comes next. It is assumed that within the next month or so 
these would be used up and hopefully converted to cash 
through sales. 


For most items, there is only one entry in the balance sheet. 
However, where depreciation is indicated, it is shown as a 
deduction to the value of asset being depreciated and the net 
value after depreciation is entered as a third line. (As indi- 
cated above). 


On the liabilities side the order is similar, i.e. the nearness to 
cash. Those liabilities to be cleared earlier are listed higher. 
Interest is shown separately from the loan, since it is 
assumed that interest will have to be met in the near future 
whereas the loan may be for a longer period. 


Though we have not done this here, many balance sheets 
will indicate ‘current assets’ and ‘current liabilities’ with a 
separate sub total. Current assets are defined as cash and 
those assets which can be converted to cash within one 
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operating cycle (usually one year). Receivables and inventory 
are usually included. 


Current liabilities are those which have to be cleared within 
one year. Very often the difference, CA-CL is also shown 
and indicated as ‘net current assets’, or ‘working capital’. 
This is considered a measure of the ability of the organiza- 
tion to meet its liabilities over the immediate future. 


It is useful to remember that these formats are no more rigid. 
Many organizations follow vertical formats where the equity 
and liabilities are shown above and the assets below, in a 
declining order of nearness to cash, that is cash being the 
bottom most line. 


Income statement: We have seen how the financial position of 
the organization is presented in a balance sheet as of a time. 
In the case of KMDMS, we find that at the end of the period 
the scheme has a net addition to equity which it did not 
have at the beginning of the period. The transactions, as 
described, provide a clue. But, the transactions affecting the 
equity, revenue, and expenses are customarily summarized 
in the income and expenses statement or operating state- 
ment. This statement represents transactions over a period. 
In the case of the balance sheet it is the picture as of a partic- 
ular time. In that sense, the operating statement or income 
and expense statement represents the link between one bal- 
ance sheet and the next, and serves to explain in a summary 
form the changes that have taken place in between. 


The net income is not the same as net cash in hand. There 
are two reasons why this is so. First, some items purchased 
for cash (rice and lentils, or supplies) are not used up during 
the period and there is a balance left. Second, some expenses 
such as interest or depreciation are not affecting the cash at 
all. 
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Kilpauk Mid-day Meal Scheme 
income and Expense Statement 
(Period ending 31/1/2000) 


(In Rupees) 


Revenues 
Government Contribution 5,000 
Expenses 
Wages 1,600 
Rent 600 
Utilities 300 
Supplies 600 
Interest 100 
Depreciation 200 
Other expenses 1,500 
Total 4,900 


Net income 100 


Concepts underlying income and expense statements 


There are certain significant concepts underlying the income 
and expense statements and it is important to be aware of 
them. 


1. Matching Period: The idea here is that if revenue and 
expense relate to a period, they must both be accounted for 
in that period. For example, if KMDMS bought 100 eggs at 
the cost of Rs 100 on the last day of January and then sold 
boiled eggs to the children along with the meals for Rs 125, 
both the transactions will be accounted for in February. 


As of the end of January, the eggs will be accounted in the 
inventory and will appear in the balance sheet. As of the end 
of February the item would have disappeared from inven- 
tory, but Rs 25 will show up in equity account. The profit 
and loss statement for February will show the revenue of Rs 
125 and the cost of eggs as expense. 


The same concept is applied to fixed assets. Depreciation is 
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the accountant’s way of writing off a portion of the original 
cost of the asset. It is related to the period on the basis 
of expected life of the asset. It has nothing to do with 
value, or wear and tear or eventual replacement. These three 
are important issues, but has nothing to do with deprecia- 
tion. 


2. Concept of realization: There are two issues here. First, 
revenue is recognized for the period during which goods or 
services have been delivered or rendered. This means that if 
a pre-payment is made in anticipation of goods or services to 
be delivered, the pre-payment should not be treated as reve- 
- nue. It becomes a liability (prepayment received) until the 
transaction is complete with the goods/services being deli- 
vered. 


The second issue is that if the amount due is not likely to be 
fully recovered, allowance must be made for it. An item 
called ‘provision for doubtful debts’ often appears on the 
income and expense statement as a deduction against reve- 
nue for the period. 


3. Conservatism: A good accounting practice does not show 
revenue which may not be received. On the other hand 
expenses when incurred are shown even if they are related to 
an item of revenue which is being written off. 


4. Consistency: Good accounting practices should be consis- 
tent from one year to the next. Any deviation or introduc- 
tion of new ways of recording things must be specifically 
mentioned. 


5. Materiality: Accountants have a tendency to get worked 
up about trivia. It is for the management to look at an item 
of expense or income or damage and decide that it is not 
material enough to go into umpteen book entries. 
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The Cash Flow Statement 


Cash flow statements are derived statements and not direct 
accounting statements. However, for the executive managing 
a business, often, a cash flow statement is more useful and 
gives him a better perception of what is happening. 


Like the operations statement or profit and loss statement, 
the cash flow statement is a summary of what happened over 
a period of time. It looks at where the resources came from 
and how they were used. 


A cash flow statement for KMDMS fot the period we had 
covered, January 2001 would be as follows: 


Kilpauk Mid-day Meal Scheme 
Sources Rs 


Government contribution 5,000 
Bank loan. 10,000 
Suppliers credit 8,000 
Interest not paid 100 
Wages not paid 300 
Non cash expense (depreciation) 200 
Total sources 23,600 
Uses 
Equipment 12,000 
Inventory 2,400 
Inc. in cash balance 4,300 
Expenses 4,900 


Total uses 23,600 


What this type of statement does is to call the attention of 
the executive to his cash balance of 4,300. Of this 300 is 
already committed (interest and wages not paid). His last 
month's expenses which he paid out were 4,900. 


I have used the concept of ‘gross’ or total cash flow in the 
above since I believe that this is a more useful concept for 
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Non-profit organizations. However, it may be noted that the 
more traditional cash or funds flow would not take the total 
income (Government contribution Rs 5000) or total 
expenses (Rs 4900) into such a statement. I would merely 
include ‘net income’ as a source of cash or funds. For exam- 
ple, from the above statement, both Government contribu- 
tion and expenses would be eliminated and the net income 
of 100 would be included in Sources. For a Non-profit orga- 
nization the gross flows are more important from the opera- 
tional point of view. 


This appendix is not intended to be a textbook on account- 
ing or accounting practices. It is meant to give a non-accoun- 
tant a perception of accounting and terminology. Concepts 
of depreciation, costs, matching periods, are likely to bother, 
the novice. However, we have here tried to put this in simple 
enough language. A discussion with the accountant is likely 
to be less confusing after reading it than if you have never 
had any exposure. 
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Appendix VII 


Some Statistical Terms Commonly Used 
in Management Literature 


= 


This appendix is intended to familiarize a non-statistician 
with some of the statistical terminology. It is not adequate 
to understand the statistical methods or their validity. But it 
‘5 useful to know some of the more commonly used termi- 


nology. 


1. Average: The term is used as a measure of central 
tendency, that is a single figure representing a collec- 
tion of numbers. 


9 Mean: It is one of the ‘averages’ commonly used. It 
is arrived at by adding all the numbers in a group and 
dividing by the number of members of the group. For 
example, if numbers range from | to 9 the mean 
would be (1 4943444+54+64+74+8+9/9= 
45/9 = 5. 


3. Median: Also a measure of central tendency, it is the 
middle number which has equal numbers which are 
more than and less that itself. For example, in the 
above example, 5 would be the median with four 
numbers less than 5 and 4 others more than 5. (In 
this particular example, the mean and the median are 
the same, but that is not always so.) 


4. Range: The lowest and highest values of group is 
often taken into account to decide whether the aver- 
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age is really a significant measure. For example, the 
range in our example is 1 to 9 and the average is of 
doubtful value as a measure. It can be seen that if the 
range was from 1 to 1000, the average of 500 is of 
doubtful value, whereas if the range were from 496 
to 505, 500 would be a sufficiently representative 
number. 


5. Average deviation: Commonsense is often good 
enough to judge whether an ‘average’ is sufficiently 
representative or not. However, there are techniques 
of evaluating the average. Average deviation is one of 
them. The difference between the individual num- 
bers in the range and the average is added and the 
sum is divided by the number included in the range. 


For example, in our first example, the difference 
between the first number | and the average of 5 is 
(5-1) = 4. The next difference would be 5 — 2 = 3. 
Next is 5-3 = 2 and so on. The last difference is 9 — 5 
= 4. Thus, we have the total of deviations as 4 + 3 + 
2+14+04+1+2+3+4= 20. Divided by 8 we 
have an average deciation of 2.5. 


6. Standard deviation: This is a more precise way of 
evaluating the reliability or validity of an average 
Here the square of the deviations, as above, are 
added and divided by the total number of deviations 
as in arithmetic deviation and the square root of the 
result is then taken as a measure. 


7. . Sampling: Where a very large number has to be 
studied for common characteristics, statisticians 
often talk about sampling. They select by various 
methods, a smaller number from a very large group. 
This is called sampling. There are various methods 
used. A representative sample is chosen assuming it 
will be representing the variations in characteristics 
of the segments of the group. A purposive sample is 


10. 
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when it is chosen deliberately to represent special 
characteristics. 


Random sample: Among the methods used to select 
a representative sample, random selection by use of 
random numbers or the random walk, etc., is the 
most important. By selecting members of a group 
randomly, or by pure chance, it is assumed that a 
representative sub-group can be selected and a small 
sample is often adequate. 


Trends: A trend is a general tendency prevailing over 
a period of time. For example, if the population of a 
town is increasing every year, one could refer to that 
as an increasing trend. Plotted on a chart a time 
series can be analysed to identify the trend. Statisti- 
cal tools are available to do this. However, very often 
a visual inspection and a visual fit is adequate to 
reveal if a trend exists. | 


Co-relation: The question often arises as to whether 
there is a definite relationship between two factors. 
For example, is there a relationship between the liter- 
acy level of women in a particular area and the inci- 
dence of stomach infections of children? Statistical 
methods can be used to establish a ‘Co-relation’ 
between two such factors. Methods also exist to mea- 
sure the degree or closeness of such relationships. 
This is sometimes stated in terms of coefficient of 
co-relation. It is not necessary for a non-statistician 
to be knowledgeable in all the technical aspects of 
such procedures. However, it is good for him to 
know that methods do exist and can be used. 


Appendix VIII 


Indian Medical College and Hospital 
(IMC&H) 


A Case Study in Computation of NEC 


1. Background 


IMC&H (name disguised) is a non-profit charitable institu- 
tion, long established and well reputed. The core activity is 
centred around a medical college and a large teaching hospi- 
tal with multiple specializations. The educational activities 
include undergraduate and postgraduate training for doc- 
tors, nurses and several areas of paramedical training. In 
addition the institution runs several rural and community 
health programmes. 


There aré no ‘capitation’ fees or other required donations 
from students or parents. Fees are kept low at government 
established rates. All education programmes are subsidized. 
Funding from agencies are availed of for specific projects. 
Endowments provide specific contribution to prizes, scholar- 
ships, poor patient care, etc. zs 


The hospital is the main income generating activity. It has 
different levels of\charges’ for “special wards’; computed on 
cost plus basis. General wards are subsidized and free work is 
provided for poor’ patients. Financial results show a modest 
excess of expenditure over income. Depreciation is not fully 
covered, but most years show a cash surplus. 
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Commercial loans have been availed of in the past for spe- 
cific projects such as housing or purchase of expensive equip- 
ment and there have been no defaults in loan servicing. 


2. Calculation of NEC 


The actual figures have been’ slightly modified to protect the 
identity of the institution. | 


However, the modification does not affect the order of mag- 
nitudes of the various elements in the computation. 


Items of information Amount 
‘(Rs Millions) 

Sources of Income 

Patient care 1180.0 

Medical college (fees etc.) 9:2. 

College of nursing ( do ) AE 8 Le: L3 

Other health services 0.5 

Postgraduate courses 1.4 

Other income =o 7.6 
Total income 1200.0 
Operating expenses : 948.0 


Net income generated before economic 
contribution : 252.0 


Pi osahc ani i ee an 


Computation of Economic Contribution 


Free services at hospital =I 130.8 
Free services (community health) 0.4 
Subsidy for community health programmes 21.3 
Subsidy — other schemes ome ea 
Subsidy — general ward beds | 22.3 
Subsidy — education services $432 
Total free services and subsidies 305.0 


Net income less free services and subsidy 
252.0 - 305.0 = -53.0 


Tiatetiertiiet nth ee enna eee ne eee eae e ee en ee 


Economic Contribution (ECn) = 305.0 - 53.0 = 252-0 
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(ECn is same as net income before ECn since, the economic 
contribution is more than the net income and results in a 


deficit). 

If deficit is ignored for this calculation as an alternate, eco- 
nomic contribution will be 305.0. (See last paragraph of 
Chapter 2.) 


Computation of NEC 
Total Capital employed excluding loans = 1500.0 
Loans outstanding = 140.0 
Average cost of capital 

@ 10 per cent on contributions and 

12 per cent on loans 

= (150.0 + 16.8) / 1640.0 = 10.17 
Cost of capital employed =10.17 x 1640.0 = 167.0 


NEC = 252.0 - 167.0 —- VEC = 85.0 - VEC 


The total clinical, service and nursing salaries amount to 
Rs 302 million. If we assume that this is on the average 
20 per cent below market rates, NEC may be estimated to be 
85.0 — 60.4 = 24.6 


Note A: _ If operating deficit is ignored, NEC = 305.0 - 167.0 - 60.4 = 77.6 


Note B: If the net income generated from operations was a positive number, 
e.g. 10.0 for illustrative purpose; the economic contribution would 
have worked out as 305.0 + 10.0 = 315.0 and the NEC would be 
315.0 - 167.0 - 60.4 = 87.6 


Note C: The assumption of 20 per cent as employee contribution arising from 
salary level as compared to market rates could be an underestimate: 
particularly in the medical profession or even in management services. 
A more realistic assumption can be arrived at through a salary survey of 
benchmark positions. However, the purpose here is to illustrate the 
concept. 


